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HEARING  ON  THE  FEDERAL  ROLE  IN  RURAL 
ECONOMIC  DEVELOPMENT 


WEDNESDAY,  JULY  21,  1993 

U.S.  Senate, 
Subcommittee  on  Rural  Economy 
AND  Family  Farming, 
Committee  on  Small  Business, 

Washington,  DC. 

The  Subcommittee  met,  pursuant  to  notice,  at  9:35  a.m.  in  room 
SR-428A,  Russell  Senate  Office  Building,  Hon.  Paul  D.  Wellstone 
(Chairman  of  the  Subcommittee),  presiding. 

OPENING  STATEMENT  OF  HON.  PAUL  D.  WELLSTONE,  A  U.S. 
SENATOR  FROM  THE  STATE  OF  MINNESOTA 

Senator  Wellstone.  Good  morning.  I  thank  everyone  for  being 
here  today.  Today  is  my  birthday  and  there  is  nowhere  I  would 
rather  be  than  the  Subcommittee  on  Rural  Economy  and  Family 
Farming  hearing.  I  actually  mean  that,  and  I  welcome  our  distin- 
guished witnesses  and  others. 

This  morning  is  the  second  in  a  series  of  hearings  that  we  are 
going  to  be  holding  this  year  in  this  Subcommittee.  Last  week  we 
discussed  the  potential  of  alternative  agriculture,  by  which  we 
meant  and  mean  environmentally  sustainable  agricultural  prac- 
tices and  new  uses  for  agricultural  commodities,  as  one  approach  to 
rural  economic  development. 

The  idea  of  the  series  of  hearings  is  to  examine  the  state  of  rural 
America  and  to  explore  promising  strategies  for  rural  economic  de- 
velopment, not  just  as  in  talk  or  symbolic  politics,  because  I  think 
we  are  all  really  committed  to  rural  economic  development  and  we 
know  if  there  ever  was  a  time  to  get  serious  about  that  commit- 
ment, it  is  now. 

It  is  my  hope  that  the  Subcommittee  can  become  an  important 
forum  throughout  this  administration  and  into  the  future  for  dis- 
cussing the  rural  economy  and  ways  to  revitalize  it.  I  must  also  say 
that  I  believe — and  I  think  we  will  hear  this  in  the  testimony  of 
the  very  distinguished  panelists  today— that  there  is  a  real  commit- 
ment on  the  part  of  this  administration  to  rural  economic  develop- 
ment. 

Through  the  course  of  these  hearings  we  will  pay  special  atten- 
tion to  the  changing  economic  circumstances  in  rural  America.  In- 
creased globalization  and  the  growing  recognition  of  environmental 
limits — to  mention  just  two  important  factors — create  special  prob- 
lems and,  I  think,  special  opportunities  for  rural  America,  especial- 
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ly  for  the  small  businesses  and  family  agriculture  that  are  central 
to  this  Subcommittee's  area  of  interest.  We  want  to  focus  both  on 
the  problems  and  the  opportunities. 

Government  policy  and  the  efforts  of  development  organizations 
need  to  face  the  changing  rural  landscape.  Not  just  the  changing 
economic  conditions  but  the  demographic  and  social  changes  as 
well.  And  to  name  but  one  example,  since  I  am  very  interested  in 
health  care  policy,  the  large  percentage  of  older  Americans  that 
live  in  rural  America. 

I  think  I  can  speak  for  the  whole  Subcommittee  in  saying  that 
we  will  work  to  ensure  that  rural  America's  communities  will  con- 
tinue to  make  an  important  contribution  to  our  economy  and  our 
culture.  And,  as  Chair,  working  with  other  distinguished  Members 
like  Senator  Burns,  I  will  try  to  make  sure  that  Federal  economic 
development  and  small  business  assistance  efforts  adequately  serve 
rural  areas. 

Today's  hearing  is  an  introductory  one.  I  am  pleased  to  have 
here  the  key  figures  from  two  leading  agencies  involved  in  rural 
economic  development  so  that  they  can  provide  an  overview  of 
their  activities  and  direction.  The  purpose  is  to  give  the  Subcom- 
mittee an  idea  of  what  the  Department  of  Agriculture  and  the 
Small  Business  Administration  are  working  on  now,  what  works, 
what  does  not  work,  and  what  we  need  to  do  in  order  to  focus  on 
economic  development  and  jobs  in  rural  America. 

I  know  that  we  have  a  President,  and  a  Secretary  of  Agriculture, 
who  are  committed  to  rural  economic  development.  And  we  have 
an  SBA  Administrator,  I  know  from  conversations  with  him,  who 
has  been  working  to  help  develop  small-  and  medium-sized  busi- 
nesses in  the  rural  parts  of  this  country.  So  I  expect  that  the  rural 
economic  development  efforts  of  these  two  agencies  will  be  given  a 
higher  profile.  I  hope  to  have  both  the  Secretary  and  the  Adminis- 
trator here  to  testify  before  the  Subcommittee,  perhaps  at  our  fall 
hearing  to  discuss  their  visions  for  rural  economic  development. 

Today,  I  look  forward  to  learning  from  those  of  you  who  have 
direct  experience  in  operating  these  programs,  and  I  thank  all  of 
you  on  both  panels.  I  do  want  to  recognize  Mr.  Bob  Nash,  Under 
Secretary  at  USDA,  for  Small  Community  and  Rural  Development. 
Also,  Chuck  Hertzberg,  SBA's  Assistant  Administrator  for  Finance, 
who  is  accompanied  by  Allan  Mandel  who  is  involved  with  SBA's 
Office  of  Rural  Affairs  and  Economic  Development. 

Before  going  to  the  panelists,  I  would  ask  my  colleagues  whether 
they  have  opening  statements,  and  I  would  start  with  the  ranking 
Minority  Member,  Senator  Pressler  from  South  Dakota. 

[The  prepared  statement  of  Senator  Wellstone  follows:] 

Prepared  Statement  of  Senator  Wellstone 

I  welcome  our  distinguished  witnesses  and  others. 

This  morning's  is  the  second  in  a  set  of  hearings  to  be  held  this  year  by  the  Sub- 
committee. Last  week  we  discussed  the  potential  of  alternative  agriculture— by 
which  we  mean  both  environmentally  sustainable  agricultural  practices  and  "new 
uses"  for  agricultural  commodities — as  an  approach  to  rural  economic  development. 
And  I  expect  to  hold  at  least  one  major  hearing  here  in  the  Subcommittee  this  fall. 

The  idea  of  this  series  of  hearings  is  to  examine  the  state  of  rural  America  and  to 
explore  promising  strategies  for  rural  economic  development.  It  is  my  hope  that  the 


Subcommittee  can  become  an  important  forum,  throughout  this  Administration  and 
into  the  future,  for  discussing  the  rural  economy  and  ways  to  revitalize  it. 

Through  the  course  of  these  hearings,  we  will  pay  special  attention  to  changing 
economic  circumstances  in  rural  America.  Increased  globalization  and  the  growing 
recognition  of  environmental  limits,  to  take  just  two  important  factors,  create  both 
special  problems  and  special  opportunities  for  rural  America — especially  for  the 
small  businesses  and  the  family-agriculture  sector  that  are  this  Subcommittee's 
area  of  interest.  We  want  to  focus  on  both  the  problems  and  the  opportunities. 

Government  policy  and  the  efforts  of  development  organizations  need  to  face  the 
changing  rural  landscape  directly:  not  just  the  changed  economic  conditions,  but  de- 
mographic and  social  changes  as  well.  The  problems  of  rural  America  may  be  gener- 
ally less  visible  than  those  of  metropolitan  areas,  but  they  are  no  less  real. 

I  think  I  can  speak  for  the  whole  Subcommittee  in  saying  that  we  will  work  to 
ensure  that  rural  America's  communities  will  continue  to  make  an  important  con- 
tribution to  our  economy  and  to  our  culture.  And  as  Chair,  I  will  try  to  make  sure 
that  federal  economic  development  and  small-business  assistance  efforts  adequately 
serve  rural  areas. 

Today's  hearing  is  an  introductory  one.  I'm  pleased  to  have  here  the  key  figures 
from  two  leading  agencies  involved  in  rural  economic  development  so  that  they  can 
provide  an  overview  of  their  activities  and  direction.  The  purpose  is  to  give  the  Sub- 
committee an  idea  of  what  the  Department  of  Agriculture  and  Small  Business  Ad- 
ministration believe  is  working  now,  or  can  work,  to  create  good  jobs  and  keep 
people  in  rural  America. 

I  know  we  now  have  a  President,  and  a  Secretary  of  Agriculture,  who  are  commit- 
ted to  rural  economic  development.  And  we  have  an  SBA  Administrator  who  h^s 
been  working  helping  develop  small-  and  medium-sized  businesses  in  a  part  of  the 
country  where  the  rural  sector  is  important.  So  I  expect  that  the  rural  economic 
development  efforts  of  these  two  agencies  will  be  given  a  high  profile.  I  hope  to  have 
both  the  Secretary  and  the  Administrator  here  to  testify  before  the  Subcommittee, 
perhaps  at  our  fall  hearing,  to  discuss  their  visions  for  rural  economic  development. 

Today  I  look  forward  to  learning  from  those  who  direct  and  operate  these  impor- 
tant programs.  Mr.  Nash,  Mr.  Hertzberg,  Mr.  Mandel  and  Mr.  Gibb,  thank  you  for 
coming  here  today. 

STATEMENT  OF  HON.  LARRY  PRESSLER,  A  U.S.  SENATOR  FROM 
THE  STATE  OF  SOUTH  DAKOTA 

Senator  Pressler.  Thank  you,  Mr.  Chairman.  I  shall  place  niy 
statement  in  the  record,  and  I  look  forward  to  hearing  the  wit- 
nesses. I  have  to  juggle  three  hearings  this  morning,  I  should  ex- 
plain, so  if  I  come  and  go  a  little,  excuse  me.  In  addition  to  this 
hearing  I  have  hearings  in  the  Judiciary  and  Foreign  Relations 
Committees. 

My  home  State  of  South  Dakota  is  the  Nation's  most  rural  and 
agricultural  state^O  percent  of  South  Dakota's  personal  income  is 
dependent  on  farm  spending.  This  represents  the  highest  rate  in 
the  country.  When  agriculture  suffers,  all  of  South  Dakota  suffers. 
I  could  go  on  at  length  about  the  impact  and  increased  need  associ- 
ated with  the  recent  floods  in  my  home  State.  However,  I  know 
that  USDA,  FEMA,  and  SBA  are  hard  at  work  in  the  disaster 
areas  to  coordinate  and  provide  needed  assistance. 

Setting  this  present  crisis  aside,  we  must  continue  to  examine 
the  overall  role  of  the  Federal  Government  in  promoting  rural  eco- 
nomic development.  It  has  been  my  experience  that  here  in  Wash- 
ington rural  economic  development  has  not  been  so  much  a  parti- 
san issue  as  it  has  been  one  of  small  cities  versus  big  cities.  Every 
time  a  bill  comes  through,  be  it  a  highway  bill  or  an  education  bill 
or  anything  else,  those  of  us  representing  rural  states  are  lined  up 
trying  to  protect  rural  and  small  city  areas,  or  at  least  give  them 
fair  treatment.  This  is  not  done  just  for  our  constituents,  for  it  is 
truly  in  the  national  interest  that  we  do  so. 


It  also  is  true  in  the  telecommunications  area,  as  I  know  my 
friend  from  Montana  understands.  We  are  constantly  trying  to 
tailor  programs  that  will  help  smaller  cities  and  rural  areas. 

Processing  plants  that  add  value  to  crops,  like  ethanol  produc- 
tion, stand  as  some  of  rural  America's  most  saleable  economic  op- 
tions. Likewise,  we  must  not  overlook  the  vital  role  that  up-to-date 
telecommunications  systems  and  other  technologies  can  play  in 
rural  America's  economic  future. 

All  of  this  is  my  way  of  saying  that  I  look  forward  to  working 
with  you,  Mr.  Chairman,  on  these  matters,  and  I  commend  you  for 
holding  this  hearing.  I  think  it  is  essential. 

Again,  I  welcome  our  witnesses  and  I  look  forward  to  hearing  my 
colleagues. 

[The  prepared  statement  of  Senator  Pressler  follows:] 

Prepared  Statement  of  Senator  Pressler 

I  want  to  thank  the  Chairman  for  caUing  this  hearing  on  a  topic  vital  to  my  home 
State  of  South  Dakota,  as  well  as  the  entire  Nation.  I  also  want  to  thank  the  wit- 
nesses for  taking  the  time  to  testify  this  morning. 

South  Dakota  is  this  Nation's  most  rural  and  agricultural  state.  Forty  percent  of 
South  Dakota's  personal  income  is  dependent  on  farm  spending.  This  represents  the 
highest  rate  in  the  country.  When  agriculture  suffers,  all  of  South  Dakota  suffers! 

The  recent  and  ongoing  disastrous  flooding  in  South  Dakota  and  the  rest  of  the 
Midwest  is  indicative  of  this.  When  all  the  numbers  are  in,  it  likely  will  show  that 
South  Dakota  suffered  the  greatest  in  terms  of  economic  loss.  It  has  3.3  million 
flooded  acres — more  than  any  other  state.  Farmers  have  told  me  this  is  the  worst 
agricultural  and  business  disaster  ever  to  hit  South  Dakota.  Assistance  is  greatly 
needed.  I  know  that  USDA,  FEMA  and  SB  A  are  hard  at  work  in  the  disaster  areas 
to  coordinate  and  provide  needed  assistance. 

Setting  this  present  crisis  aside,  we  must  continue  to  examine  the  overall  role  of 
the  Federal  Government  in  promoting  rural  economic  development.  The  SBA's  loan 
programs,  Small  Business  Development  Centers,  the  Farmer's  Home  Administra- 
tion, the  Rural  Development  Administration,  and  the  Rural  Electrification  Adminis- 
tration are  instrumental  in  delivering  programs  and  assistance  to  citizens  through- 
out the  Nation. 

As  we  examine  how  the  Federal  Government  can  help  develop  economic  potential 
in  our  small  cities  and  rural  areas,  we  must  focus  on  the  future.  For  instance,  gov- 
ernment programs  should  embrace  long-term  solutions.  Programs  should  encourage 
entrepreneurs  to  discover  innovative  uses  for  agricultural  products.  Processing 
plants  that  add  value  to  present  crops — like  ethanol  production — stand  as  some  of 
rural  America's  most  saleable  economic  options.  Likewise,  we  should  not  overlook 
the  vital  role  that  up-to-date  telecommunications  systems  and  other  technologies 
can  play  in  rural  America's  economic  future. 

Again  I  welcome  our  witnesses  and  look  forward  to  their  testimony. 

The  Chairman.  Senator  Burns. 

STATEMENT  OF  HON.  CONRAD  BURNS,  A  U.S.  SENATOR  FROM 
THE  STATE  OF  MONTANA 

Senator  Burns.  Thank  you  very  much,  Mr.  Chairman.  I  will 
insert  my  opening  statement  in  the  record  but  there  are  a  couple  of 
points  that  I  want  to  make  this  morning. 

If  you  have  been  to  the  Midwest  and  talked  with  the  people  who 
have  been  flooded  out,  they  say,  you  know,  "Well,  my  gosh,  how 
could  this  happen  again?"  And  we  say,  "Well,  it  happened  once.  It 
will  happen  again,  and  it  will  happen  again,  because  those  rivers, 
you  cannot  control  them."  Sometimes  we  have  to  give  up  to  Mother 
Nature  because  she  takes  and  revitalizes  those  bottoms,  and  what 
she  takes  away  she  will  replenish,  and  we  will  go  on  living. 


The  bad  thing  about  it  is  that  man  enters  and  builds  levies.  One 
levy  breaks  and  the  water  cannot  get  back  to  the  main  channel,  so 
we  are  going  to  have  to  live  with  that  water  down  there.  And  to 
the  ingenuity  of  man  in  trying  to  outsmart  Old  Man  River,  he  thus 
gets  outsmarted. 

So  many  times,  the  Government  goes  out  and  says,  "What  can 
we  do  to  you  today?"  And  we  ought  to  be  going  out  and  saying, 
"What  can  we  do  for  you  today?"  I  receive  a  lot  of  farm  publica- 
tions because  agriculture  is  our  biggest  industry  in  Montana.  It 
will  remain  our  biggest  industry  for  some  time  to  come.  There  will 
be  folks  who  will  try  to  change  that,  but  that  will  not  change.  It 
cannot  be  changed. 

I  get  the  biggest  kick  from  the  myriad  of  newsletters  I  get  and 
their  attitude  toward  what  the  Government  should  or  should  not 
be  doing  in  rural  America.  Just  a  month  ago  Montana's  Farmers 
Union  News  wrote  an  article  about  budget  reconciliation.  The  arti- 
cle stated,  "It  is  clear  that  the  Senate  version  is  preferred  over  the 
House  version  because  it  minimizes  the  impact  to  net  farm 
income."  We  have  to  write  that  down  and  see  what  we  are  doing. 

National  Cattlemen's  Association  policy  on  natural  resources: 
"Federal  Government  should  not  regulate  or  influence  the  use  of 
private  lands."  Not  public  lands;  private  lands. 

At  a  meeting  on  wetlands  Farm  Bureau  members  emphasized, 
"how  confusing  wetland  regulations  are  with  four  different  agen- 
cies responsible  for  enforcement  of  wetlands." 

The  most  illustrative  message  comes  from  Becky  Terry  who  is 
President  of  the  American  Cattlewomen.  "People  are  really  tired  of 
government  intrusions  in  their  business  and  are  sending  the  mes- 
sage loud  and  clear — let  us  keep  some  of  our  money,  and  let  us  de- 
termine how  we  want  to  spend  it."  And  if  you  want  to  pump  some 
economic  development  into  a  rural  community,  let  them  keep  some 
of  the  money  that  they  earn. 

The  message  is  quite  clear  that,  yes,  there  are  some  things  that 
Mr.  Nash,  Mr.  Mandel,  Mr.  Hertzberg  and  all  of  us  can  do  to  help 
promote  rural  development,  but  it  will  be  the  ingenuity  and  the  in- 
novativeness  of  our  people  that  will  get  it  done  for  our  communi- 
ties. Government  cannot  do  it  all. 

It  is  surprising  how  many  TV  crews  and  radio  broadcasts  are  re- 
porting from  the  Midwest  on  these  floods.  They  are  surprised  that 
the  people  are  resigned  to  the  fact  that  there  is  a  flood;  the  Govern- 
ment cannot  do  a  lot  about  it,  we  will  clean  it  up  and  we  will  wear 
out  our  mops.  We  will  clean  it  up  and  we  will  start  all  over  again 
and  we  will  survive,  because  in  that  part  of  the  world,  they  are  sur- 
vivors. 

So  that  is  what  we  have  to  recognize  and  to  reward,  the  people 
who  have  that  kind  of  steel  in  them  because  they  still  believe  in 
this  great  country  and  in  this  system. 

With  that,  there  are  some  things  that  we  can  do.  Working  to- 
gether we  can  do  some  things.  But  sometimes  when  we  try  to  do  it, 
we  sort  of  mess  some  things  up,  too.  I  think  what  we  have  to  do  is 
look  at  some  common  sense  approaches  to  how  we  can  spur  eco- 
nomic development  in  our  rural  areas.  We  need  to  take  a  look  to 
see  what  our  primary  purpose  is — to  provide  the  infrastructure 


which  puts  those  people  in  touch  with  downtown  America,  with 
rural  areas. 

So  I  appreciate  all  of  you  being  here  today  and  I  look  forward  to 
hearing  your  testimony.  Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Senator  Burns  follows:] 

Prepared  Statement  of  Senator  Burns 

Mr.  Chairman,  thank  you  for  holding  this  hearing  today.  The  hearing  which  was 
held  last  week  was  informative,  and  I  am  looking  forward  to  hearing  testimony 
from  today's  witnesses. 

The  title  of  this  morning's  hearing  is  "The  Federal  Role  in  Rural  Economic  Devel- 
opment." For  too  long  the  approach  for  Federal  Government  has  been  "what  can  I 
do  to  you  today" — instead  it  should  be,  "where  can  I  help!"  I  believe  what  the  Fed- 
eral Government  needs  to  do  is  get  out  of  the  way!  Rural  America  is  over  re-regulat- 
ed and  is  being  strangled  to  death  by  laws  which  are  supposed  to  help. 

I  receive  many  agriculture  newsletters  in  my  office.  Most  of  the  stories  are  writ- 
ten by  people  outside  the  beltway — I  find  these  sources  more  reliable.  Let  me  run 
through  four  quotes  from  these  publications  which  I  think  illustrate  my  point  of  too 
much  government  interference  in  our  daily  lives: 

The  Montana  Farmers  Union  News  Notes  wrote,  regarding  the  budget  recon- 
ciliation, "It  is  clear  that  the  Senate  version  is  preferred  over  the  House  version 
because  it  minimizes  the  impact  to  net  farm  income." 

The  National  Cattlemen's  Association's  policy  on  Natural  Resources  states, 
"The  Federal  Government  should  not  regulate  or  influence  the  use  of  private 
lands." 

The  Farm  Bureau  said  that  in  a  meeting  on  wetlands,  their  members  "em- 
phasized how  confusing  wetland  regulations  are,  with  four  different  agencies 
.  .  .  responsible  for  enforcement. 

The  message  which  is  the  most  illustrative  comes  from  Becky  Terry,  Presi- 
dent of  the  American  Cattlewomen.  She  says,  "People  are  really  tired  of  govern- 
ment intrusions  in  their  business  and  are  sending  the  message  loud  and  clear — 
No  More  Taxes." 

This  message  is  as  clear  as  a  bell — the  Federal  Government  does  best  when  it  gets 
out  of  the  way  of  people's  daily  lives.  Instead  of  placing  the  Federal  Government  on 
the  backs  of  the  American  people,  we  need  to  encourage  growth  through  the  protec- 
tion of  private  property  rights,  lowering  the  tax  burdens,  and  providing  incentives 
for  new  businesses. 

What  irritates  members  of  the  agriculture  communities  most  is  not  only  do  these 
regulations  impede  on  their  daily  lives,  their  tax  dollars  are  going  to  fund  the  ad- 
ministration of  the  regulations.  The  chief  paperwork  manager  at  the  Interior  De- 
partment has  estimated  that  Americans  spend  about  12  billion  hours  a  year  (48 
hours  per  person)  simply  dealing  with  federal  forms.  Farmers  and  ranchers  are  the 
ones  who  spend  the  most  time  filling  out  these. 

In  my  statement  last  week  I  talked  a  lot  about  taxes  and  how  they  hinder  eco- 
nomic growth  in  agriculture  and  every  other  business.  Today,  I  hope  we  will  discuss 
further  the  way  regulations  and  other  government  interference  impedes  on  econom- 
ic development. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  In  the  spirit  of  concrete  common  sense  approach- 
es, Mr.  Under  Secretary. 

STATEMENT  OF  BOB  NASH,  UNDER  SECRETARY  FOR  SMALL 
COMMUNITY  AND  RURAL  DEVELOPMENT,  U.S.  DEPARTMENT 
OF  AGRICULTURE 

Mr.  Nash.  Thank  you  very  much.  Mr.  Chairman  and  Members  of 
the  Committee,  I  want  to  thank  you  for  the  opportunity  to  come 
before  you  to  talk  about  the  economic  conditions  and  prospects  for 
rural  America  as  we  move  into  the  mid-1990s.  And  I  appreciate 
your  initiating  a  broad  look  into  the  current  status  and  future  pos- 
sibilities for  rural  America.  I  would  like  to  begin  today  by  discuss- 
ing the  recent  rural  economic  conditions  and  trends.  Then  I  would 


like  to  shift  to  considering  some  of  the  underlying  forces  producing 
these  trends.  If  we  understand  these  forces  I  believe  this  helps  pro- 
vide a  framework  for  considering  the  future  of  rural  America  and 
ways  Government  might  help  improve  the  wellbeing  of  rural 
people. 

In  general,  the  1980s  and  1990s  were  not  good  for  rural  America. 
While  the  rural  economy  did  not  falter  as  much  as  the  urban  econ- 
omy in  the  most  recent  recession,  according  to  most  standard  eco- 
nomic rural  indicators  rural  areas  are  not  much  better  now  than 
they  were  in  1980,  and  they  are  worse  off  relative  to  urban  areas. 
The  rapid  U.S.  employment  growth  in  the  1980s  was  much  more  an 
urban  phenomenon  with  urban  employment  growing  twice  as  fast 
a  rural  employment.  Those  industries  closely  associated  with  natu- 
ral resources  in  general — agriculture,  mining,  forestry — saw  a  de- 
cline in  direct  employment.  Manufacturing  stagnated  in  the  1980s 
after  being  the  principal  engine  of  rural  job  growth  for  three  dec- 
ades. 

The  1980s  saw  an  emergence  of  persistently  higher  unemploy- 
ment rates  in  rural  areas  than  urban  areas,  reversing  a  pattern  of 
lower  rates  that  existed  earlier.  Rural  areas  were  harder  hit  by  th6 
recessions  in  the  early  eighties  and  took  longer  to  recover.  In  fact, 
at  the  end  of  the  extended  and  relatively  strong  recovery,  the  rural 
unemployment  rate  was  still  higher  than  the  urban  rate.  With  the 
urban  economy  hit  more  than  the  rural  economy  by  the  early 
1990s  recession,  the  rural  unemployment  rate  has  actually  dipped 
below  the  urban  rate.  When  that  official  rate  is  adjusted  to  take 
into  account  people  who  are  involuntarily  working  part  time  or 
who  have  stopped  looking  for  jobs  because  they  think  no  jobs  are 
available,  the  rural  and  urban  rates  are  almost  identical. 

Income  levels  and  poverty  rates  provide  another  measure  of 
rural  conditions,  both  relative  to  urban  areas  and  in  absolute 
terms.  But  by  either  measure,  rural  areas  lost  ground  during  the 
1980s  after  experiencing  significant  improvements  in  the  1960s  and 
1970s.  At  the  end  of  the  1980s,  rural  per  capita  income  was  only 
about  72  percent  of  urban  per  capita  income,  about  the  same  level 
as  it  was  20  years  before.  Because  urban  areas  have  been  harder 
hit  by  the  recent  recession,  the  rural-urban  income  gap  narrowed 
slightly  in  1991  but  the  change  was  due  to  a  decline  in  urban 
income  levels  and  not  an  increase  in  rural  levels. 

Poverty.  Rural  poverty  also  remains  relatively  high.  It  is  2.4  per- 
centage points  above  the  urban  rate.  Rural  and  urban  poverty 
rates  rose  dramatically  during  the  early  1980s  recessions.  But, 
unlike  the  urban  poverty  rate  which  fell  rapidly  during  the  eco- 
nomic expansion  that  followed,  the  rural  poverty  rate  fell  very 
slowly.  Higher  rural  poverty  rates  hold  true  for  virtually  all  sub- 
groups of  the  rural  population,  such  as  female  heads  of  households, 
the  elderly,  Blacks,  Hispanics,  and  Native  Americans.  And  poverty 
rates  are  especially  high  in  the  rural  South  among  minorities.  The 
poverty  rates  for  rural  Blacks  are  comparable  to  those  in  cities 
that  get  far  more  press  attention. 

The  fact  that  the  recent  recession  was  more  severe  in  urban  than 
rural  areas  appears  to  be  in  large  part  because  the  industries  par- 
ticularly hard  hit — defense,  real  estate,  finance — are  all  urban  ori- 
ented. As  they  struggled  to  adjust  to  changing  economic  conditions 
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they  pulled  down  the  urban  economies  of  which  they  are  a  part. 
There  is  every  reason  to  believe  that  with  the  economy  beginning 
to  pick  up  again,  the  rural  disadvantage  that  was  evident  during 
the  1980s  will  re-emerge.  Moreover,  it  is  likely  that  during  the  re- 
cession, rural  unemployment  rates  would  have  risen  more  if  larger 
numbers  of  rural  workers  had  not  left  the  labor  force,  presumably 
as  a  temporary  response  to  shrinking  employment  opportunities  in 
rural  areas. 

Because  of  the  poor  performance  of  the  rural  economy  in  the 
1980s,  widespread  population  loss  and  outmigration  from  rural 
areas  resumed.  The  1990  Decennial  Census  confirms  that  over  one- 
half  of  all  rural  counties  lost  population  during  the  decade.  In  con- 
trast, fewer  than  one-fifth  of  all  rural  counties  lost  population  in 
the  1970s.  Only  two  groupings  of  counties — those  adjacent  to  large, 
growing  metropolitan  areas  and  others  with  physical  amenities 
such  as  lakes,  seashores,  mountains  and  moderate  climate  which 
were  attractive  for  recreation  or  to  retirees  or  others  who  prefer 
living  in  rural  areas — managed  to  attract  new  residents  and  eco- 
nomic opportunities  in  the  1980s.  It  is  likely  that  this  trend  has 
continued  in  the  1990s  although  we  do  not  have  any  numbers  to 
verify  that. 

The  rural  economic  disadvantage  that  emerged  in  the  1980s  ap- 
pears to  reflect  both  a  continuation  of  a  long-term  decline  in  re- 
source industry  employment  and  a  newly  emerging  comparative 
disadvantage  in  manufacturing  resulting  from  further  integration 
of  the  U.S.  into  the  global  marketplace.  The  process  of  structural 
change  in  agriculture  has  meant  a  declining  relative  role  for  farm- 
ing as  a  source  of  rural  employment  and  income  as  other  rural  sec- 
tors have  expanded. 

Farm  employment  has  declined  dramatically  since  the  1950s.  As 
a  result,  farming  now  provides  approximately  8  percent  of  non-met- 
ropolitan jobs,  and  if  you  add  agricultural  input  industries  and 
processing  and  marketing,  this  increases  the  importance  of  agricul- 
ture to  the  economy  of  rural  areas.  However,  both  the  agricultural 
input  and  processing  and  marketing  industries  lost  employment  in 
the  1980s,  and  most  of  the  modest  gains  since  1987  have  been  in 
metropolitan  areas.  In  fact,  most  of  the  growth  in  the  food  and 
fiber  system  employment  in  the  last  decade  has  been  in  the  whole- 
sale and  retail  trade  sector,  jobs  that  are  primarily  in  metropolitan 
areas.  Big  cities. 

Mining  industries,  in  spite  of  a  brief  expansion  during  the  energy 
crisis  of  the  1970s,  also  play  a  declining  role  in  the  rural  economy. 
In  1990,  mining  employment  was  20  percent  lower  than  30  years 
earlier.  Virtually  all  of  this  decline  occurred  in  rural  areas,  and 
there  is  little  indication  that  the  trend  will  automatically  reverse 
as  productivity  in  mining  continues  to  increase. 

So,  while  natural  resource-based  activities,  especially  farming, 
continue  to  dominate  much  of  the  landscape  of  rural  America,  they 
provide  less  of  a  basis  for  work,  for  employment.  Areas  in  which 
these  activities  remain  economically  dominant  in  many  cases  are 
sparsely  settled  and  contain  slightly  more  than  one-sixth  of  the 
rural  population.  Thus,  the  current  future  economic  wellbeing  of 
most  rural  people  depends  mainly  upon  economic  performance  of 
other  sectors.  Even  in  those  geographic  areas  with  a  current  de- 


pendence  on  natural  resources,  the  potential  for  future  job  growth 
from  resource-based  production  is  limited.  The  weak  connection  be- 
tween natural  resource  production  generally  and  rural  develop- 
ment means  that  we  need  a  new  framework  for  future  rural  eco- 
nomic development  that  includes  a  broad  range  of  employment-cre- 
ating sectors. 

Virtually  all  the  growth  in  rural  employment  in  the  last  decade 
was  in  the  service  sector,  which  accounts  for  the  largest  share  of 
rural  income  and  employment.  Manufacturing,  the  major  source  of 
local  export  earnings  for  rural  economies^and,  therefore,  along 
with  producer  services — critical  to  growth  barely  held  its  own.  De- 
spite a  decade  of  weak  growth,  in  1992  manufacturing  still  account- 
ed for  twice  as  much  rural  employment  as  agriculture. 

Rural  manufacturing  and  producer  services  seem  to  be  experi- 
encing a  growing  competitive  disadvantage  from  global  competi- 
tion. There  are  two  problems. 

In  the  post-World  War  II  period,  growing  manufacturing  employ- 
ment helped  make  up  for  the  loss  in  jobs  in  agriculture  and 
mining.  Manufacturing  employment  expanded  nationally  and  de- 
centralized out  of  large  cities  into  rural  towns.  As  a  result,  manu- 
facturing employed  a  higher  proportion  of  rural  workers  than 
urban  workers  in  1980.  In  the  1980s,  however,  with  heightened  for- 
eign competition  and  new  labor-saving  technology,  manufacturing 
employment  stagnated  nationally,  and  the  decentralization  from 
urban  to  rural  slowed  dramatically.  As  a  result,  rural  manufactur- 
ing was  no  longer  able  to  replace  employment  losses  in  agriculture 
and  mining. 

There  was  also  an  apparent  shift  in  the  structure  of  U.S.  manu- 
facturing employment  away  from  low-skilled  blue  collar  jobs  and 
toward  high-skilled  white  collar  and  management  jobs.  This  shift 
eroded  the  competitive  position  of  rural  areas  within  manufactur- 
ing because  rural  areas  have  tended  to  specialize  in  routine  produc- 
tion jobs.  Whatever  the  precise  cause,  this  rural  specialization  in- 
creased during  the  decade.  Rural  manufacturing  found  itself  in  an 
awkward  position,  vulnerable  to  foreign  competition  for  low-skilled, 
low-wage  production  activities,  and  unable  to  compete  with  urban 
areas  for  high-skilled,  high-wage,  complex  manufacturing  jobs.  By 
1990,  low-skilled,  low-wage  jobs  in  manufacturing  were  more  con- 
centrated in  rural  areas,  and  high-skilled  jobs  were  more  concen- 
trated in  urban  areas.  Also,  growth  in  high-paying  legal,  financial, 
and  other  producer  service  jobs  were  concentrated  in  urban  areas, 
reflecting  a  further  rural  competitive  disadvantage. 

Second,  the  increasing  presence  of  low-skilled,  low-wage  jobs  in 
rural  manufacturing  was  accompanied  by  a  growing  gap  between 
young  rural  and  urban  workers,  especially  those  with  higher  edu- 
cational attainment.  In  1979,  young  rural  adult  men  earned  about 
12  percent  less  than  young  urban  men.  There  was  little  change  in 
the  rural  earning  gap  during  the  1980s  for  men  with  high  school 
educations.  But  for  college  graduates,  the  premium  earned  by 
young  urban  workers  was  over  30  percent  by  the  end  of  the  1980s. 
The  result  has  been  very  high  rates  of  outmigration  by  better-edu- 
cated rural  people.  The  net  effect  is  that  young  rural  adults  on  av- 
erage have  lower  educational  attainments  than  do  their  urban 
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counterparts,  even  just  10  years  ago,  which  further  weakens  the 
future  development  of  rural  areas. 

Looking  at  all  these  conditions  and  trends  together  it  becomes 
clear  that  as  the  U.S.  moves  towards  greater  integration  of  the  na- 
tional and  world  economy,  large  urban  nodes  or  areas  have 
emerged  as  the  main  points  of  connection  and  engines  for  economy 
growth.  Rural  areas,  especially  those  that  are  remote,  appear  to  be 
falling  behind  in  terms  of  the  national  norms  of  wellbeing.  More- 
over, their  remoteness  involves  more  than  just  an  inability  of  rural 
workers  to  commute  to  urban  jobs.  It  means  that  rural  areas  and 
businesses  are  handicapped  because  they  are  disconnected  from 
centers  of  information,  innovation,  and  technology.  And  specialized 
private  services  such  as  accounting,  engineering,  bookkeeping, 
which  appear  to  have  significant  potential  for  growth,  have  trouble 
even  surviving  in  rural  areas  when  they  are  not  integrated  into 
larger  urban  areas. 

More  than  ever,  future  rural  economic  progress  depends  upon 
shrinking  the  space  between  urban  and  rural  places  and  people. 
This  will  test  the  adequacy  of  current  rural  physical  and  institu- 
tional infrastructure.  It  may  also  require  a  substantial  shift  in  the 
perspective  of  rural  business  people  and  public  officials  to  need  to 
see  future  rural  development  opportunities  in  terms  of  broader 
forces  of  change  in  the  global  marketplace.  Distance  and  tradition 
cannot  be  relied  upon  to  insulate  local  economies  from  the  domi- 
nant forces  of  change. 

The  rural  experience  of  the  1980s  and  1990s  has  also  re-empha- 
sized the  diversity  among  rural  areas  and  the  impact  that  diversity 
has  on  economic  success  or  stagnation.  Two  kinds  of  rural  areas 
appear  to  be  reasonably  well  positioned  to  share  in  the  future  U.S. 
economic  growth.  Areas  that  are  adjacent  to  large  and  growing 
urban  areas  will  find  many  opportunities  to  capitalize  on  their  lo- 
cational  advantages.  Likewise,  rural  areas  with  physical  amenities 
will  continue  to  be  attractive  for  recreation,  retirement  and  other 
activities.  But  some  rural  areas  will  find  it  difficult  to  take  advan- 
tage of  the  forces  of  change.  The  challenge  we  all  have  is  to  find 
ways  of  linking  remote  rural  areas  with  locational  assets  more 
fully  into  the  national  and  global  marketplace  so  they  can  reduce 
their  continuing  dependence  on  economic  sectors  that  are  stagnant 
or  declining. 

I  am  not  prepared  yet  to  address  in  a  comprehensive  way  the  ad- 
ministration's response  to  the  economic  challenges  facing  America. 
We  have  made  a  number  of  proposals  and  I  would  like  to  mention 
a  couple  of  them  for  the  record. 

One  is  the  empowerment  zone  proposal.  As  part  of  our  review  of 
ways  to  make  rural  areas  more  competitive  in  the  national  and 
global  economy  we  have  examined  research  on  existing  state-spon- 
sored enterprise  zone  programs.  That  research  clearly  indicates 
that  enterprise  zones  can  be  effective  instruments  for  rural  eco- 
nomic development  with  considerable  potential  to  harness  the 
energy  and  enhance  cooperation  between  the  public  and  private 
sectors.  As  a  result,  the  President  proposed  the  Federal  Enterprise 
Zone  program  which  includes  a  number  of  rural  zones,  approxi- 
mately 40  percent. 
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Community  Development  Banks.  There  is  also  considerable  re- 
search that  suggests  that  start-up  enterprises,  especially  ones  that 
are  on  the  cutting  edge  of  technology  or  exploring  new  market 
niches,  face  serious  obstacles  to  financing.  In  some  cases  it  is  a  lack 
of  local  expertise  in  local  lending  institutions  about  the  new  kinds 
of  businesses  that  leads  to  a  reluctance  on  the  part  of  lenders.  In 
other  cases  there  is  little  to  secure  a  loan.  And  rural  remoteness 
combined  with  the  small  size  of  the  needed  loans  makes  transac- 
tion costs  too  high  for  most  urban  venture  capital  firms  to  enter 
the  market.  The  President's  recently  announced  Community  Devel- 
opment Lending  Initiative  is  an  effort  to  link  the  capacities  of  all 
lending  institutions  to  improve  the  chances  of  rural  small  firms,  es- 
pecially those  that  provide  much-needed  diversification  in  the  rural 
economy. 

Partnerships.  We  at  USDA  understand  that  we  have  a  key  role 
in  the  Federal  Government  in  the  area  of  rural  development.  It  is 
not  something  that  we  should  try  to  undertake  alone.  We  are  com- 
mitted to  developing  truly  collaborative  partnerships  with  other 
actors  who  shape  the  future  of  rural  America.  Obviously,  that  in- 
cludes several  other  Federal  agencies,  but  we  are  equally  cognizarit 
of  the  critical  role  played  by  states — and  I  come  from  state  govern- 
ment— community  leaders,  both  elected  officials  and  community- 
based  organizations,  and  the  private  sector.  It  is  our  intention  to 
work  in  concert  with  these  partners  to  create  a  brighter  future  for 
rural  citizens.  We  believe  that  these  partnerships  need  to  be 
grounded  at  the  local  level  where  job-creating  strategies  are  built 
and  tied  to  the  national  policymaking  system  so  that  rural  citizens' 
interests  can  be  effectively  voiced. 

There  are  things  already  going  on  at  USDA  that  I  believe  will 
make  a  difference  in  rural  America's  ability  to  effectively  partici- 
pate in  the  national  and  global  economy.  The  Rural  Electric  Ad- 
ministration's Distance  Learning  and  Medical  Link  programs  ad- 
dress the  problems  of  remoteness  and  isolation  with  which  many 
communities  struggle.  Under  this  program,  communities,  through 
effective  use  of  powerful  telecommunications  and  technology,  will 
have  access  to  all  sorts  of  information  found  in  large  urban-based 
medical  and  educational  centers.  Perhaps  as  important,  the  pro- 
gram will  support  telecommunications  networks  that  will  make  it 
possible  for  communities  to  work  collaboratively  to  bring  modern 
health  and  educational  services  to  their  residents. 

The  potential  of  telecommunications  and  telecommunications- 
based  activities  reaches  well  beyond  health  and  education.  "Infor- 
work"  back  office  services  and  other  "tele-work"  show  promise  of 
being  future  sources  of  jobs  in  rural  communities.  But  the  promise 
will  remain  only  that  if  rural  communities  and  people  do  not  have 
the  knowledge  and  tools  to  make  it  a  reality.  The  Rural  Electric 
Administration  could  play  a  central  role  in  bringing  technology 
and  know-how  to  rural  communities,  taking  rural  modernization  to 
the  next  level  with  the  agency's  Rural  Development  Loan  and 
Grant  Program  in  the  context  of  a  commitment  to  technology 
transfer  from  an  activist  standpoint. 

New  technology  holds  promise  for  agriculture,  but  to  date,  we 
have  not  been  very  good  at  linking  what  is  going  on  in  laboratories 
with  the  demands  of  the  market.  New  uses  for  agricultural  prod- 
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ucts  and  new  agriculture-based  technologies  have  not  been  respon- 
sive to  market  signals  that  would  lead  their  integration  into  the 
larger  economy  and  a  greater  demand  for  agriculture  products.  We 
have  to  do  a  better  job  of  that.  Someone  has  to  take  the  research 
scientist  by  the  hand,  and  the  farmer  and  the  businessman  by  the 
other  hand,  and  lead  them  into  a  collaborative  relationship  where 
they  search  for  real  niches  in  the  modern  economy.  It  has  not  been 
happening  on  its  own,  but  with  a  renewed  effort  in  our  department 
we  think  it  will  happen. 

Mr.  Chairman  and  Members  of  the  Committee,  that  concludes 
my  statement.  I  want  to  say  this.  One  of  the  things  I  think  we  have 
to  do  is  to  face  up  to  what  the  hard  facts  are.  That  is  the  only  way 
I  think  we  are  going  to  be  able  to  change  and  improve  the  lives  of 
people  who  live  in  rural  areas.  What  I  have  attempted  to  do  is  to 
outline  some  of  the  facts  that  are  occurring  and  to  say  that  we 
must  look  at  the  development  in  rural  areas  differently. 

Historically,  I  think,  we  have  felt  that  if  agriculture  was  doing 
very  well,  automatically  everything  else  would  do  well.  Or,  if  the 
communities  were  doing  well,  then  agriculture  did  not  have  to  do 
well.  In  my  opinion,  rural  areas  will  not  make  it  unless  farmers 
are  doing  well  and  the  communities  they  live  in  are  doing  well. 
What  we  have  to  do  is  have  a  broad-based  strategy  that  addresses 
the  problems  and  challenges  in  both  those  opportunities.  We 
cannot  do  it  the  way  we  have  been  doing  it. 

And  this  effort  is  not  for  the  faint  of  heart  or  mind  or  body.  It  is 
going  to  be  tough  because  we  have  got  to  have  the  commitment. 
We  have  got  to  get  up  early,  we  have  to  go  to  bed  late.  Otherwise, 
we  are  not  going  to  be  able  to  make  rural  areas  a  better  place  to 
live. 

[The  prepared  statement  of  Mr.  Nash  follows:] 

Prepared  Statement  of  Bob  Nash 

Thank  you  for  this  opportunity  to  come  before  you  to  talk  about  the  economic 
conditions  and  prospects  for  rural  America  as  we  move  into  the  mid-1990s.  I  appre- 
ciate your  initiating  a  broad  look  into  the  current  status  of  and  future  possibilities 
for  rural  America.  I  would  like  to  begin  today  by  discussing  recent  rural  economic 
conditions  and  trends.  I  will  then  shift  to  considering  some  of  the  underlying  forces 
producing  those  trends.  Understanding  those  forces  I  believe  helps  provide  a  frame- 
work for  considering  the  future  of  rural  America  and  ways  government  might  help 
improve  the  well-being  of  rural  people  and  their  communities. 

In  general,  the  1980s  and  early  1990s  were  not  good  to  rural  America.  While  the 
rural  economy  did  not  falter  as  much  as  the  urban  economy  in  the  most  recent  re- 
cession, according  to  most  of  the  standard  economic  indicators  rural  areas  are  not 
much  better  off  now  than  they  were  in  1980,  and  are  worse  off  relative  to  urban 
areas.  , 

The  rapid  U.S.  employment  growth  of  the  1980s  was  much  more  an  urban  than 
rural  phenomenon,  with  urban  employment  growing  almost  twice  as  fast  as  rural 
employment.  Those  industries  closely  associated  with  natural  resources— agricul- 
ture, mining,  and  forestry— actually  saw  a  decline  in  employment.  Manufacturing 
stagnated  in  the  1980s  after  being  the  principal  engine  of  rural  job  growth  for  3  dec- 

The  1980s  saw  the  emergence  of  persistently  higher  unemployment  rates  in  rural 
than  in  urban  areas,  reversing  a  pattern  of  lower  rates  that  existed  earlier.  Rural 
areas  were  harder  hit  by  the  recessions  in  the  early  1980s  and  took  longer  to  recov- 
er. In  fact,  at  the  end  of  the  extended  and  relatively  strong  recovery,  the  rural  un- 
employment rate  was  still  higher  than  the  urban  rate.  With  the  urban  economy  hit 
more  than  the  rural  economy  by  the  early  1990s  recession,  the  rural  unemployment 
rate  has  actually  dipped  slightly  below  the  urban  rate.  When  that  official  rate  is 
adjusted  to  take  into  account  people  who  are  involuntarily  working  part-time  or 
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who  have  stopped  looking  for  work  because  they  think  there  are  no  jobs  available, 
the  rural  and  urban  rates  are  identical. 

Income  levels  and  poverty  rates  provide  another  measure  of  rural  conditions,  both 
relative  to  urban  areas  and  in  absolute  terms.  By  either  measure  rural  areas  lost 
ground  during  the  1980s,  after  experiencing  significant  improvement  in  the  1960s 
and  1970s.  At  the  end  of  the  1980s  rural  per  capita  income  was  only  72.2  percent  of 
urban  per  capita  income,  about  the  same  level  as  it  was  nearly  20  years  before.  Be- 
cause urban  areas  have  been  harder  hit  by  the  recent  recession,  the  rural-urban 
income  gap  narrowed  slightly  in  1991,  but  the  change  was  due  to  a  decline  in  urban 
income  levels  not  an  increase  in  rural  levels. 

Rural  poverty  also  remains  relatively  high.  It  is  2.4  percentage  points  above  the 
urban  rate.  Rural  and  urban  poverty  rates  rose  dramatically  during  the  early  1980s 
recessions.  But,  unlike  the  urban  poverty  rate  which  fell  rapidly  during  the  econom- 
ic expansion  that  followed,  the  rural  poverty  rate  fell  very  slowly.  Higher  rural  pov- 
erty rates  hold  true  for  virtually  all  subgroups  of  the  rural  population:  female 
headed  households,  the  elderly.  Blacks,  Hispanics,  and  Native  Americans.  Poverty 
rates  are  especially  high  in  the  rural  South,  and  among  rural  minorities.  The  pover- 
ty rates  for  rural  Blacks  are  comparable  to  those  in  central  cities  that  get  far  more 
attention. 

The  fact  that  the  recent  recession  was  more  severe  in  urban  than  rural  areas  ap- 
pears in  large  part  to  be  because  the  industries  particularly  hard  hit — defense,  real 
estate  and  finance — are  urban  oriented.  As  they  struggled  to  adjust  to  changing  eco- 
nomic conditions,  they  pulled  down  the  urban  economies  of  which  they  are  a  part. 
There  is  every  reason  to  believe  that  with  the  economy  beginning  to  pick  up  agayi, 
the  rural  disadvantage  that  was  evident  throughout  the  1980s  will  reemerge.  More- 
over, it  is  likely  that  during  the  recession  rural  unemployment  would  have  risen 
more  if  large  numbers  of  rural  workers  had  not  left  the  labor  force,  presumably  as  a 
temporary  response  to  shrinking  employment  opportunities. 

Because  of  the  poor  performance  of  the  rural  economy  in  the  1980s,  widespread 
population  loss  and  outmigration  from  rural  areas  resumed.  The  1990  decennial 
Census  confirms  that  over  one-half  of  all  rural  counties  lost  population  during  the 
decade.  In  contrast,  fewer  than  one-fifth  of  all  rural  counties  lost  population  in  the 
1970s.  Only  two  groupings  of  rural  counties,  those  adjacent  to  large  and  growing 
metropolitan  areas,  others  with  physical  amenities — lakes,  seashores,  mountains, 
and  moderate  climate — which  were  attractive  for  recreation  or  to  retirees  and 
others  with  a  preference  for  rural  living,  managed  to  attract  new  residents  and  eco- 
nomic opportunities  in  the  1980s.  It  is  likely  that  this  trend  has  continued  in  the 
early  1990s,  although  no  statistics  are  available  to  verify  that  claim. 

The  ruraJ  economic  disadvantage  that  emerged  in  the  1980s  appears  to  reflect 
both  a  continuation  of  a  long-term  decline  in  resource  industry  employment  and  a 
newly  emerging  competitive  disadvantage  in  manufacturing  resulting  from  further 
integration  of  the  United  States  into  the  global  marketplace.  The  process  of  struc- 
tural change  in  agriculture  has  meant  a  declining  relative  role  for  farming  as  a 
source  of  rural  employment  and  income  as  other  rural  sectors  expanded.  Farm  em- 
ployment has  declined  dramatically  since  1950.  As  a  result,  farming  now  provides 
only  about  8  percent  of  nonmetro  jobs.  Adding  agricultural  input  industries  and  ag- 
ricultural processing  and  marketing  increases  the  importance  of  agriculture  to  the 
economy  of  rural  areas.  However,  both  the  agricultural  input  and  processing  and 
marketing  industries  lost  emplojmient  in  the  mid-1980s,  and  most  of  the  modest  job 
gains  since  1987  have  been  in  metro  areas.  In  fact,  most  of  the  growth  in  food  and 
fiber  system  employment  in  the  last  decade  has  been  in  the  wholesale  and  retail 
trade  sector,  jobs  that  are  primarily  in  metro  areas. 

Mining  industries,  in  spite  a  brief  expansion  during  the  energy  crisis  of  the  1970s, 
also  play  a  declining  role  in  the  rural  economy.  In  1990,  mining  employment  was  20 
percent  lower  than  30  years  earlier.  Virtually  all  of  this  decline  occurred  in  rural 
areas  and  there  is  little  indication  the  trend  will  reverse  as  productivity  in  mining 
continues  to  increase. 

So  while  natural  resource-based  activities  (especially  farming)  continue  to  domi- 
nate much  of  the  visual  landscape  of  rural  America,  they  provide  less  and  less  of  a 
basis  for  rural  work.  Areas  in  which  these  activities  remain  economically  dominant 
are  sparsely  settled  and  contain  only  slightly  more  than  one-sixth  of  the  rural  popu- 
lation. Thus,  the  current  and  future  economic  well-being  of  most  rural  people  and 
communities  depends  mainly  on  the  economic  performance  of  other  sectors.  Even  in 
those  areas  with  a  current  dependence  on  natural  resources,  the  potential  for  future 
job  growth  from  resource-based  production  is  limited.  The  weak  connection  between 
natural  resource  production  generally  and  rural  development  means  we  need  a  new 
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framework  for  future  rural  economic  development  that  includes  a  broad  range  of 
employment  creating  sectors. 

Virtually  all  of  the  growth  in  rural  employment  in  the  last  decade  was  in  the 
service  sector  which  accounts  for  the  largest  share  of  rural  income  and  employment. 
Manufacturing,  the  major  source  of  "local  export"  earnings  for  rural  economies  and 
therefore,  along  with  producer  services,  critical  to  economic  growth  barely  held  its 
own.  Despite  a  decade  of  weak  growth,  in  1992  manufacturing  still  accounted  for 
twice  as  much  rural  employment  as  agriculture. 

Rural  manufacturing  and  producer  services  sectors  seem  to  be  experiencing  a 
growing  competitive  disadvantage  from  global  competition.  Two  problems  are  appar- 
ent: 

•  In  the  post- WWII  period,  growing  manufacturing  employment  helped  make 
up  for  the  loss  of  jobs  in  agriculture  and  mining.  Manufacturing  emplo)TTient 
expanded  nationally  and  decentralized  out  of  large  cities  into  rural  towns.  As  a 
result,  manufacturing  employed  a  higher  proportion  of  rural  workers  than 
urban  workers  in  1980.  In  the  1980s,  however,  with  heightened  foreign  competi- 
tion and  new  labor-saving  technology,  manufacturing  employment  stagnated 
nationally,  and  the  decentralization  from  urban  to  rural  areas  slowed  dramati- 
cally. As  a  result  rural  manufacturing  was  no  longer  as  able  to  replace  employ- 
ment losses  in  agriculture  and  mining. 

•  There  also  was  an  apparent  shift  in  the  structure  of  U.S.  manufacturing 
employment  away  from  low-skill  blue  collar  jobs  and  toward  high-skill  white 
collar  and  management  jobs.  This  shift  eroded  the  competitive  position  of  rural 
areas  within  manufacturing,  because  rural  areas  have  tended  to  specialize  in 
routine  production  jobs.  Whatever  the  precise  cause,  this  rural  specialization  in- 
creased during  the  decade.  Rural  manufacturing  found  itself  in  an  awkward  po- 
sition, vulnerable  to  foreign  competition  for  low-skill,  low  wage  production  ac- 
tivities and  unable  to  compete  with  urban  areas  for  high-skill,  high-wage  com- 
plex manufacturing.  By  1990,  low-skill,  low-wage  jobs  in  manufacturing  were 
more  concentrated  in  rural  areas,  and  high-skill,  high-wage  jobs  were  more  con- 
centrated in  urban  areas  than  in  1980.  Also,  growth  in  high  paying  legal,  finan- 
cial, and  other  producer  service  jobs  was  concentrated  in  urban  areas,  reflecting 
a  further  rural  competitive  disadvantage. 

•  Second,  the  increasing  presence  of  low-skill,  low-wage  jobs  in  rural  manu- 
facturing was  accompanied  by  a  growing  earnings  gap  between  young  rural  and 
urban  workers,  especially  those  with  higher  educational  attainment.  In  1979, 
young  rural  adult  men  earned  about  12  percent  less  than  young  urban  men. 
There  was  little  change  in  this  rural  earnings  gap  during  the  1980s  for  men 
with  a  high  school  education.  But  for  college  graduates  the  premium  earned  by 
young  urban  workers  was  over  30  percent  by  the  end  of  the  1980s.  The  result 
has  been  very  high  rates  of  outmigration  of  better  educated  rural  people.  The 
net  effect  is  that  rural  young  adults  on  average  have  lower  educational  levels 
now  than  did  their  counterparts  10  years  ago,  weakening  the  future  develop- 
ment potential  of  rural  areas. 

Looking  at  all  of  these  conditions  and  trends  together  it  becomes  clear  that  as  the 
United  States  moves  toward  greater  integration  of  the  national  and  world  economy, 
large  urban  nodes  have  emerged  as  the  main  points  of  connection  and  engines  of 
economic  growth.  Rural  areas,  especially  those  that  are  remote,  appear  to  be  falling 
behind  in  terms  of  national  norms  of  well-being.  Moreover  their  remoteness  involves 
more  than  an  inability  of  rural  workers  to  commute  daily  to  urban  jobs.  It  means 
that  rural  areas  and  businesses  are  handicapped  because  they  are  disconnected  from 
centers  of  information,  innovation,  technology,  and  finance.  And  specialized  private 
services,  which  appear  to  have  significant  potential  for  future  job  growth,  have  trou- 
ble even  surviving  in  rural  areas  when  they  are  not  integrated  into  larger  centers. 

More  than  ever,  then,  future  rural  economic  progress  depends  on  shrinking  the 
"space"  between  urban  and  rural  places  and  people.  This  will  test  the  adequacy  of 
the  current  rural  physical  and  institutional  infrastructure.  It  may  also  require  a 
substantial  shift  in  the  perspective  of  rural  business  people  and  public  officials  who 
need  to  see  future  rural  development  opportunities  in  terms  of  the  broad  forces  of 
change  in  the  global  marketplace.  Distance  and  tradition  cannot  be  relied  upon  to 
insulate  local  economies  from  the  dominant  forces  of  change. 

The  rural  experience  of  the  1980s  and  early  1990s  have  also  reemphasized  the  di- 
versity among  rural  areas  and  the  impact  that  diversity  has  on  economic  success  or 
stagnation.  Two  kinds  of  rural  areas  appear  to  be  reasonably  well  positioned  to 
share  in  future  U.S.  economic  growth.  Areas  that  are  adjacent  to  large  and  growing 
urban  areas  will  find  many  opportunities  to  capitalize  on  their  locational  advan- 
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tages.  Likewise,  rural  areas  with  physical  amenities  will  continue  to  be  attractive 
for  recreation,  retirement,  and  other  activities.  But  some  rural  areas  will  find  it  dif- 
ficult to  take  advantage  of  the  forces  of  change.  The  challenge  is  to  find  ways  of 
linking  remote  rural  areas  without  locational  assets  more  fully  into  the  national 
and  global  marketplace  so  that  they  can  reduce  their  continuing  dependence  on  eco- 
nomic sectors  that  are  stagnant  or  declining  in  employment. 

While  I  am  not  yet  prepared  to  address  in  a  comprehensive  way  this  Administra- 
tion's response  to  the  economic  challenge  facing  rural  America,  we  have  made  a 
number  of  proposals  that  I  would  like  to  note  for  the  record. 

Enterprise  Zones — As  part  of  our  review  of  ways  to  make  rural  areas  more  com- 
petitive players  in  the  national  and  global  economy  we  examined  the  research  on 
existing  State-sponsored  enterprise  zones.  That  research  clearly  indicates  that  enter- 
prise zones  can  be  effectively  instruments  for  rural  economic  development,  with  con- 
siderable potential  to  harness  the  energy  and  enhance  cooperation  between  the 
public  and  private  sector.  As  a  result,  the  President  has  proposed  that  the  new  Fed- 
eral Enterprise  Zone  initiative  include  a  number  of  rural  zones. 

Community  Development  Banks — There  is  also  considerable  research  that  suggests 
new  start-up  enterprises,  especially  ones  that  are  on  the  cutting  edge  of  technology 
or  exploring  new  market  niches,  face  serious  obstacles  to  financing.  In  some  cases  it 
is  a  lack  of  expertise  in  local  lending  institutions  about  these  new  kinds  of  business- 
es that  leads  to  a  reluctance  of  lenders;  in  other  cases  there  is  little  to  secure  their 
loans.  And  rural  remoteness,  combined  with  the  small  size  of  the  needed  loans, 
makes  the  transaction  costs  too  high  for  most  urban-based  venture  capital  firms  to 
enter  the  market.  The  President's  recently  announced  community  lending  initiative 
is  an  effort  to  link  the  capacities  of  all  lending  institutions  to  improve  the  chances 
of  rural  small  firms,  especially  those  that  provide  much  needed  diversification  of  the 
rural  economy. 

Collaborative  Partnerships — We  in  USDA  understand  that,  while  we  have  a  key 
leadership  role  for  the  Federal  Government  on  rural  development,  it  is  not  some- 
thing that  we  can  or  should  try  to  undertake  alone.  We  are  committed  to  developing 
truly  collaborative  partnerships  with  the  other  actors  who  shape  the  future  of  rural 
America.  Obviously,  that  includes  several  other  federal  agencies.  But  we  are  equally 
cognizant  of  the  critical  role  played  by  the  States,  community  leaders — both  elected 
officials  and  community-based  organizations,  and  the  private  sector.  It  is  our  inten- 
tion to  work  in  concert  with  these  partners  to  create  a  brighter  future  for  our  rural 
citizens.  We  believe  that  these  partnerships  need  to  be  grounded  at  the  state  and 
local  level  where  job-creating  strategies  are  built,  and  tied  to  the  national  policy- 
making system  so  that  rural  citizens  interests  can  be  effectively  voiced. 

There  are  things  already  going  on  in  USDA  that  I  also  believe  will  make  a  differ- 
ence in  rural  America's  ability  to  effectively  participate  in  the  national  and  global 
economy  of  the  future.  REA's  Distance  Learning  and  Medical  Link  Program  directly 
addresses  the  problem  of  remoteness,  and  associated  isolation,  with  which  many 
rural  communities  struggle.  Under  this  program,  communities,  through  effective 
use  of  powerful  telecommunications  technology,  will  have  better  access  to  all  sorts 
of  information  found  in  large/urban  based  medical  and  educational  centers.  Perhaps 
as  important,  the  program  will  support  telecommunications  networks  that  will 
make  it  possible  for  communities  to  work  collaboratively  to  bring  modern  health 
and  educational  services  to  their  residents. 

The  potential  of  telecommunications,  and  telecommunications  based  activities, 
reach  well  beyond  the  health  and  education  arena.  "Info-work"  back  office  services 
and  other  "tele-work"  show  promise  of  being  future  sources  of  jobs  in  rural  commu- 
nities. But  the  promise  will  remain  only  that,  if  rural  communities  and  people  don't 
have  the  knowledge  and  tools  to  make  it  a  reality.  REA  could  play  a  central  role  in 
bringing  technology  and  know-how  to  rural  communities,  taking  rural  moderniza- 
tion to  the  next  level  with  the  agency's  rural  development  loan  and  grant  program 
in  the  context  of  a  commitment  to  technology  transfer  "activism." 

New  technology  also  holds  promise  for  agriculture,  but  to  date  we  have  not  been 
very  good  at  linking  what  is  going  on  in  the  laboratories  with  the  demands  of  the 
market.  New  uses  for  agricultural  products  and  new  agriculture  based  technologies 
have  not  been  responsive  to  market  signals  that  would  lead  to  their  effective  inte- 
gration in  the  larger  economy  and  a  greater  demand  for  agriculture  products.  Some- 
one has  to  take  the  research  scientist  by  one  hand  and  the  farmer-businessman  by 
the  other  and  lead  them  both  into  active  collaboration  as  they  search  for  real  niches 
in  the  modern  economy.  It  has  not  been  happening  on  its  own,  but  with  a  renewed 
effort  in  the  department,  we  think  it  will. 


16 

The  Chairman.  Mr.  Under  Secretary,  thank  you  very  much  for 
your  testimony.  I  understand  that  you  want  to  join  Secretary  Espy 
and  need  to  leave  at  about  10:30.  We  will  go  to  the  testimony  of 
Mr.  Hertzberg  and  then  we  will  come  back  with  questions  for  you 
and  that  would  enable  you  to  leave,  I  hope,  by  10:30.  Thank  you 
very  much,  and  we  will  come  back  with  some  specific  questions. 

Mr.  Hertzberg. 

STATEMENT  OF  CHARLES  R.  HERTZBERG,  ASSISTANT  ADMINIS- 
TRATOR FOR  FINANCIAL  ASSISTANCE,  SMALL  BUSINESS  AD- 
MINISTRATION;  ACCOMPANIED  BY  ALLAN  MANDEL,  DIRECTOR, 
OFFICE  OF  RURAL  AFFAIRS  AND  ECONOMIC  DEVELOPMENT, 
SBA 

Mr.  Hertzberg.  Mr.  Chairman,  if  it  is  all  right  I  will  summarize 
my  statement,  having  submitted  the  full  statement  for  the  record. 

It  is  a  pleasure  to  be  here  today  to  discuss  rural  economic  devel- 
opment and  the  role  played  by  SBA's  Office  of  Rural  Affairs.  The 
Office  of  Rural  Affairs  and  Economic  Development  was  created  in 
1991  by  adding  a  rural  development  function  to  the  Office  of  Eco- 
nomic Development,  which  administers  the  504  guaranteed  loan 
program.  The  first  task  was  to  develop  an  overall  strategy  for  rural 
development.  It  was  apparent  from  the  outset  that,  in  a  time  of 
shrinking  budgets,  SBA  did  not  have  the  resources  for  a  major 
stand-alone  rural  development  organization.  Fortunately,  we  dis- 
covered that  SBA  was  already  very  active  across  the  country  in 
rural  development.  We  decided  that  the  most  effective  use  of  our 
resources  was  to  play  an  active  role  in  administration-wide  devel- 
opment activities  to  leverage  our  resources,  and  to  fill  special 
niches  where  we  could. 

In  the  central  office,  the  Office  of  Rural  Affairs  and  Economic 
Development  has  Dan  Gibb  devoted  full  time  to  rural  activity,  plus 
two  others  who  devote  part  of  their  efforts  to  this  area.  The  Office 
of  Advocacy  and  the  Office  of  Business  Development  each  have  sev- 
eral employees  who  devote  significant  amounts  of  time  to  rural  de- 
velopment issues.  Many  of  our  programs  and  projects  have  an 
impact  on  rural  development,  and  many  other  individuals  in  both 
the  field  and  central  offices  are  also  involved. 

The  Office  of  Rural  Affairs  and  Economic  Development  plays  a 
very  active  coordinating  role  within  the  SBA.  In  the  central  office, 
staff  members  from  Rural  Affairs,  Advocacy,  and  Business  Develop- 
ment are  in  daily  contact  on  a  large  variety  of  rural  projects  and 
issues.  We  are  also  in  frequent  contact  with  our  field  offices  and 
receive  monthly  reports  from  our  regions  regarding  plans  and  ac- 
tivities in  their  jurisdictions. 

A  key  part  of  our  administration-wide  activity  has  been  active 
participation  in  the  National  Initiative  on  Rural  America,  which  is 
made  up  of  18  Federal  agencies  working  with  many  state  and  local 
governments.  Native  American  tribal  councils,  and  the  private 
sector.  The  focal  point  of  NIRA  is  the  creation  of  state-rural  devel- 
opment councils.  At  this  time  there  are  36  such  councils  that  are 
up  and  running  with  a  senior  SBA  official  on  each.  Many  of  the 
SBA  representatives  have  been  serving  in  a  leadership  position. 
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SBA  is  playing  a  major  role  in  the  Kansas  Rural  Development 
Council  Demonstration  project  in  which  SBA,  the  Department  of 
Treasury,  Department  of  Agriculture,  the  Department  of  Housing 
and  Urban  Development,  the  Economic  Development  Administra- 
tion, and  the  Kansas  Department  of  Commerce  and  Housing  are 
developing  a  system  to  process  and  coordinate  business  loan  appli- 
cations for  rural  development  projects.  The  SBA  Certified  Develop- 
ment Company  is  serving  as  a  clearinghouse  screening  project  ap- 
plications, deciding  which  agency  or  agencies  can  best  handle  the 
project,  and  seeing  that  the  paperwork  gets  into  the  right  hands. 
All  agencies  have  agreed  to  use  the  SBA  business  loan  application 
form  as  the  basic  document,  augmented  as  necessary  to  meet  spe- 
cific agency  requirements.  This  is  a  major  project  that  addresses 
the  longstanding  impediment  of  how  to  cut  through  the  red  tape  of 
a  multitude  of  differing  agency  forms  and  requirements. 

SBA  tries  to  identify  rural  areas  which  appear  to  be  underserved 
by  SBA's  financial  and  other  assistance  programs,  and  we  support 
our  field  offices'  efforts  to  close  such  service  gaps.  The  key  to  this 
objective's  accomplishment  is  to  share  information  with  the  field 
offices,  encourage  them  to  do  their  own  market  penetrations,  needs 
and  resource  assessments,  and  to  be  supportive  of  their  strategies 
and  tactics  to  handle  the  issue. 

We  have  made  certain  that  the  CDCs  understand  that  rural  de- 
velopment is  a  statutorily-mandated  public  policy  goal  for  the  504 
program  with  our  debenture  guaranty  constituting  up  to  $1  million 
on  a  rural  project  as  opposed  to  being  capped  at  only  $750,000  on  a 
non-rural  project. 

The  502  program  continues  to  be  focused  on  rural  projects.  Our 
new  associate  development  company  and  probationary  CDC  initia- 
tives will  lead  to  more  CDC/504  coverage  in  rural  areas.  We  are 
encouraging  more  CDCs  to  increase  their  activities  as  Rural  Eco- 
nomic Development  Resource  Centers.  Participating  lenders  have 
been  made  aware  of  the  SBA  guaranty  fee-sharing  initiative  for 
them  to  make  7(a)  guaranty  loans  in  rural  areas. 

SBA's  Microloan  Program  is  a  relatively  new  and  innovative  ini- 
tiative that  was  developed  for  situations  where  a  small  loan  can 
make  a  difference.  Loans  range  from  less  than  $100  to  a  maximum 
of  $25,000,  averaging  about  $10,000.  SBA  has  made  funds  available 
to  nonprofit  organizations  for  the  purpose  of  lending  to  these  small- 
est of  small  businesses.  These  organizations  also  provide  manage- 
ment and  technical  assistance.  Rural  areas  constitute  at  least  part 
of  the  territory  served  by  over  60  percent  of  the  first  94  interme- 
diaries selected  to  deliver  our  new  Microloan  Program. 

The  rural  area  service  gaps  obviously  are  being  identified  and 
narrowed.  This  is  an  ongoing,  multi-year  objective.  Co-sponsored  ac- 
tivities and  joint  financing  of  projects  are  becoming  more  common. 
In  addition  to  better  serving  all  of  rural  America,  SBA  has  special 
emphasis  on  promoting  world  business  development  opportunities 
for  minority  group  members,  women,  veterans,  and  those  involved 
in  value-added  production,  international  trade,  technology  transfer 
and  commercialization,  and  travel  and  tourism. 

A  key  objective  of  the  Office  of  Rural  Affairs  in  economic  devel- 
opment is  to  strive  for  equitable  availability  of  SBA's  assistance  to 
rural  small  business.  While  less  than  24  percent  of  the  Nation's 
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population  is  in  rural  areas,  approximately  26  percent  of  SBA 
loans  in  Fiscal  Year  1992  were  for  rural-located  businesses. 

Though  rural  America's  proportion  of  the  national  population 
continues  to  decline  and  its  economic  condition  generally  continues 
to  lag  behind  that  of  much  of  urban  and  suburban  America,  SBA's 
rural  loan  activity  level  more  than  kept  pace  with  the  overall  in- 
creased level  of  SBA  activity.  In  fact,  comparing  Fiscal  Year  1991 
to  Fiscal  Year  1992,  rural  loans  increased  from  4,501  to  6,463.  Their 
total  values  increased  from  $951  million  to  $1.5  billion.  In  sum, 
rural  lending  was  up  by  1,962  loans  and  by  almost  $553  million. 

SBA  loans  appear  to  be  quite  successful  in  financing  the  growth 
of  rural  businesses,  according  to  data  from  a  comprehensive  report 
by  Price  Waterhouse.  Median  employment  growth  in  rural  busi- 
nesses that  received  SBA  7(a)  guaranteed  loans  in  1985  was  232 
percent  over  the  next  4  years.  Sales  grew  by  343  percent,  taxes  by 
197  percent,  and  profits  by  172  percent. 

While  businesses  located  in  urban  and  suburban  areas  also 
showed  tremendous  growth,  the  expansion  of  rural  businesses  was 
highest  in  three  categories — jobs,  sales,  and  taxes — and  was  second 
in  growth  of  profits.  In  my  full  statement  a  statement  is  included 
that  breaks  down  these  figures. 

Mr.  Chairman,  that  concludes  my  comments.  I  will  be  glad  to 
answer  any  questions  that  you  have. 

[The  prepared  statement  of  Mr.  Hertzberg,  with  Appendix  No.  1, 
follows:] 

Prepared  Statement  of  Charles  R.  Hertzberg 

Mr.  Chairman  and  distinguished  Members  of  the  Committee.  I  am  Charles  R. 
Hertzberg,  Assistant  Administrator  for  Financial  Assistance.  Accompanying  me  are 
Allan  S.  Mandel,  Director,  Office  of  Rural  Affairs  and  Economic  Development  and 
Danny  J.  Gibb,  Rural  Development  Coordinator.  It  is  a  pleasure  to  be  here  today  to 
discuss  rural  economic  development  and  the  role  played  by  SBA's  Office  of  Rural 
Affairs. 

OFFICE  OF  RURAL  AFFAIRS  AND  ECONOMIC  DEVELOPMENT 

The  Office  of  Rural  Affairs  and  Economic  Development  was  created  in  1991  by 
adding  a  rural  development  function  to  the  Office  of  Economic  Development,  which 
administers  the  504  guaranteed  loan  program.  The  first  task  was  to  develop  an  over- 
all strategy  for  rural  development.  It  was  apparent  from  the  outset  that,  in  a  time 
of  shrinking  budgets,  SBA  did  not  have  the  resources  for  a  major,  stand-alone  rural 
development  organization.  Fortunately,  we  discovered  that  SBA  was  already  very 
active  across  the  country  in  rural  development.  In  addition,  we  realized  that  a  new 
wave  of  interest  in  rural  development  was  taking  place,  with  the  creation  of  the 
Economic  Policy  Council  Working  Group  on  Rural  Development,  the  President's 
Council  on  Rural  America,  a  major  study  by  the  General  Accounting  Office,  etc.  We 
decided  that  the  most  effective  use  of  our  resources  was  to  play  an  active  role  in 
Administration-wide  rural  development  activities,  to  leverage  our  resources,  and  to 
fill  special  niches  were  we  could. 

In  the  central  office,  the  Office  of  Rural  Affairs  and  Economic  Development  has 
Dan  Gibb  dedicated  full-time  to  rural  activity,  plus  two  others  who  have  part  of 
their  efforts  devoted  to  this  area.  The  Office  of  Advocacy  and  the  Office  of  Business 
Development  each  have  several  employees  who  devote  significant  amounts  of  time 
to  rural  development  issues.  Many  other  individuals  in  both  the  field  and  central 
offices  are  also  involved,  since  many  of  our  programs  and  projects  have  an  impact 
on  rural  development,  but  it  is  impossible  to  quantify  these  efforts. 

COORDINATION 

The  Office  of  Rural  Affairs  and  Economic  Development  plays  a  very  active  coordi- 
nating role  within  the  SBA.  In  the  central  office  dedicated  individuals  from  Rural 
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Affairs,  Advocacy  and  Business  Development  are  in  daily  contact  on  a  large  variety 
of  rural  projects  and  issues.  We  are  also  in  frequent  contact  with  our  field  offic^. 
We  receive  monthly  reports  from  our  regions  regarding  plans  and  activities  in  their 
jurisdictions. 

NATIONAL  INITIATIVE  ON  RURAL  AMERICA 

The  focal  point  for  our  Administration-wide  activity  has  been  active  participation 
in  the  National  Initiative  on  Rural  America  (NIRA),  which  has  18  federal  agencies 
working  with  many  State  and  local  governments,  Native  American  Tribal  Councils 
and  the  private  sector.  SBA  currently  has  four  representatives  who  play  significemt 
roles.  SBA  also  detailed  a  full-time  employee  to  help  staff  the  NIRA  for  6  months. 

Why  is  SBA  so  active  in  the  NIRA  support  structure?  Mr.  Chairman,  I  believe 
there  are  several  reasons: 

•  To  leverage  our  resources. 

•  To  make  sure  small  business  has  a  seat  at  the  rural  development  table;  and 

•  To  do  our  part  in  a  federal-wide  initiative. 

Mr.  Chairman,  rural  development  will  not  occur  unless  there  is  small  business 
growth.  But,  there  will  be  little  opportunity  for  rural  small  business  growth  unless 
there  is  community  development:  especially  education,  training,  and  infrastructure. 
America  needs  a  holistic  approach  to  development,  with  SBA's  role  being  on  the 
economic  development  side. 

SBA  is  playing  a  major  role  in  the  highly  visible  Kansas  Rural  Development 
Council  demonstration  project,  in  which  SBA,  the  Department  of  the  Treasury,  the 
Department  of  Agriculture,  the  Department  of  Housing  and  Urban  Development, 
the  Economic  Development  Administration,  and  the  Kansas  Department  of  Com- 
merce and  Housing  are  developing  a  unified,  seamless  system  to  process  and  coordi- 
nate business  loan  applications  for  rural  development  projects.  An  SBA  Certified 
Development  Company  is  serving  as  a  clearinghouse:  screening  project  applications, 
deciding  which  agency  or  agencies  can  best  handle  the  project,  and  seeing  that  the 
paperwork  gets  into  the  right  hands.  All  agencies  have  agreed  to  use  the  SBA  busi- 
ness loan  application  form  as  the  basis  document,  augmented  as  necessary  to  meet 
specific  agency  requirements.  This  is  a  major  project  that  addresses  the  long-stand- 
ing impediment  of  how  to  cut  through  the  red  tape  of  a  multitude  of  differing 
agency  forms  and  requirements.  It  is  attracting  widespread  attention,  especially  at 
the  Department  of  the  Treasury  and  at  the  Office  of  Management  and  Budget.  More 
information  is  provided  in  Appendix  1  to  this  statement. 

SBA  chairs  an  NIRA  task  force  that  has  looked  into  the  capacity  of  local  govern- 
ment in  rural  areas.  They  have  issued  a  draft  report  on  significant  changes  that  can 
be  made  in  the  way  that  federal  and  state  agencies  operate  that  will  allow  local 
governments  to  better  serve  their  constituencies.  We  are  happy  to  forward  the 
report  upon  its  completion. 

The  focal  point  of  the  NIRA  is  the  creation  of  state  rural  development  councils. 
At  this  time  there  are  36  such  councils  that  are  up  and  running,  with  a  senior  SBA 
official  on  each.  Many  of  the  SBA  representatives  have  been  serving  in  leadership 
positions.  Other  testimony  being  presented  here  today  describes  these  councils  in 
considerable  detail,  so  we  will  defer  to  the  other  witnesses  on  this  very  important 
subject. 

SBA  RURAL  ECONOMIC  DEVELOPMENT  INITIATIVES 

SBA  tries  to  identify  rural  areas  which  appear  to  be  under-served  by  SBA's  finan- 
cial (and  other)  assistance  programs,  and  we  support  the  field  offices'  efforts  to  close 
such  service  gaps. 

The  key  to  this  objective's  accomplishment  is  to  share  information  with  the  field 
offices,  encourage  them  to  do  their  own  market  penetration,  needs  and  resources  as- 
sessments, and  be  supportive  of  their  strategies  and  tactics  to  handle  the  issue. 

We  developed  a  new  definition  of  "rural  area,"  and  it  is  used  for  all  SBA  pro- 
grams. All  counties  and  parishes  are  classified  as  being  either  metropolitan  or  non- 
metropolitan.  In  SBA's  regulations  we  say  that  all  portions  of  nonmetro  counties 
are  rural.  In  addition,  we  allow  our  district  offices  the  flexibility  to  classify  specific 
areas  within  metro  counties  as  rural,  provided  that  they  do  not  have  more  than 
20,000  residents. 

SBA's  Certified  Development  Company  Loan  Program  (CDC)  provides  permanent 
fixed  rate  financing  for  businesses  needing  to  acquire  industrial  or  commercial 
buildings,  and  to  buy  machinery  and  equipment.  Under  this  program,  a  bank  or 
other  private  lender  provides  50  percent  of  project  cost,  and  takes  a  first  lien  posi- 
tion. Forty  percent  of  the  project  is  financed  by  an  SBA  guaranteed  debenture  and 
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has  a  second  lien  position.  The  small  business  itself  finances  the  remaining  10  per- 
cent. 

A  network  of  400  Certified  Development  Companies  serves  as  the  program's  foun- 
dation. They  are  non-profit  organizations  sponsored  by  private  interests  and  by  state 
or  local  governments.  These  CDC's  organize  the  financial  package  and  process,  close 
and  service  the  loans. 

These  loans  offer  small  businesses  the  equivalent  of  corporate  bond  financing. 
They  provide  long  terms,  a  low  fixed  rate  on  the  SBA  debenture,  the  ability  to 
hedge  interest  rate  risk,  and  a  low  equity  injection — only  10  percent  of  the  project 
cost. 

We  have  made  certain  that  the  CDCS  understand  that  Rural  Development  is  a 
statutorily-mandated  public  policy  goal  for  the  504  program,  with  our  debenture 
guaranty  being  up  to  $1  million  on  a  rural  project  (as  opposed  to  being  capped  at 
only  $750,000  on  a  non-rural  project). 

The  502  program  continues  to  be  focused  on  rural  projects.  Our  new  Associate  De- 
velopment Company  and  probationary  CDC  programs  will  lead  to  more  CDC/ 504 
coverage  in  rural  areas.  We  are  encouraging  more  CDCs  to  increase  their  activities 
as  Rural  Economic  Development  Resource  Centers. 

In  the  7(a)  Loan  Guaranty  Program,  loans  are  made  by  private  lenders,  usually 
banks,  and  are  guaranteed  up  to  90  percent  by  the  SBA.  On  loans  exceeding 
$155,000  the  maximum  guaranty  is  85  percent.  SBA  can  generally  guarantee  up  to 
$750,000  of  a  private  sector  loan.  These  loans  can  be  used  for  working  capital,  ma- 
chinery, equipment,  land  and  buildings.  This  program  helps  the  lender  make  loans 
that  do  not  fit  under  normal  bank  rules  and  is  particularly  helpful  in  cases  where 
the  business  is  a  startup,  the  loan  has  a  long  maturity,  or  there  is  a  concern  about 
the  sufficiency  of  collateral.  The  lender  must  affirm  that  it  would  not  make  the  loan 
without  the  SBA  guaranty,  but  under  our  quality  lending  criteria,  the  business 
must  demonstrate  to  SBA  s  satisfaction  that  it  can  repay  the  loan  from  the  cash 
flow  of  the  business.  Participating  lenders  have  been  made  aware  of  the  fee-sharing 
incentive  for  them  to  make  '7(a)  guaranty  loans  in  rural  areas. 

SBA's  Microloan  Program  is  a  relatively  new  and  innovative  initiative  that  was 
developed  for  situations  where  a  small  loan  can  make  a  difference.  Loans  range 
from  less  than  $100  to  a  maximum  of  $25,000,  averaging  about  $10,000.  SBA  has 
made  funds  available  to  non-profit  organizations  for  the  purposes  of  lending  to  these 
smallest  of  the  small  businesses.  These  organizations  also  provide  management  and 
technical  assistance.  This  is  very  intensive  hands-on  assistance.  Over  60  percent  of 
the  first  94  intermediaries  selected  to  deliver  our  new  Micro-Loan  Program  are  serv- 
ing at  least  some  rural  areas. 

Our  Surety  Bond  Guarantee,  Minority  Small  Business  and  Procurement  program 
areas  are  committed  to  rural  development,  as  is  our  rejuvenated  Small  Business  In- 
vestment Company  program. 

The  rural  area  service  gaps  obviously  are  being  identified  and  narrowed.  This  is 
an  on-going,  multi-year  objective.  Co-sponsored  activities  and  joint  financing  of 
projects  are  becoming  more  common.  This  same  networking  and  collaborating  are 
being  used  by  all  SBA  program  areas  and  among  our  external  resources,  e.g..  Small 
Business  Development  Centers,  Small  Business  Institutes,  the  Service  Corps  of  Re- 
tired Executives,  etc.  In  addition  to  better  serving  all  of  rural  America,  SBA  has 
special  emphasis  on  promoting  rural  business  development  opportunities  for  minori- 
ty group  members,  women,  veterans,  and  those  involved  in  value-added  production, 
international  trade,  technology  transfer  and  commercialization,  and  travel  and  tour- 
ism. 

STATISTICS — EQUITABLE  DISTRIBUTION  OF  RESOURCES 

The  Office  of  Rural  Affairs  and  Ek:onomic  Development  was  reconstituted  to  en- 
courage business  formation  and  retention,  and  to  coordinate  development  activities 
in  rural  areas.  A  key  objective  was  to  strive  for  equitable  availability  of  SBA's  as- 
sistance to  rural  small  businesses.  While  less  than  24  percent  of  the  nation's  popula- 
tion is  in  rural  areas,  approximately  26  percent  of  our  FY  1992  loans  and  24  percent 
of  the  loan  dollars  were  for  rural-located  businesses. 

Though  rural  America's  proportion  of  the  national  population  continues  to  de- 
cline, and  its  economic  condition  generally  continues  to  lag  behind  that  of  much  of 
urban  and  suburban  America,  SBA's  rural  loan  activity  level  more  than  kept  pace 
with  the  overall  increased  level  of  SBA  loan  activity.  In  fact,  comparing  FY  1991  to 
FY  1992,  rural  loans  increased  from  4,501  (24  percent  of  total  business  loans)  to 
6,463  (25.7  percent).  Their  tot.al  values  increased  from  $951  million  (21.6  percent  of 
total  business  loan  dollars)  to  $1,504  billion  (23.7  percent).  In  sum,  rural  lending  was 
up  by  1,962  loans  and  by  almost  $553  million. 
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COMPARATIVE  GROWTH  RATES 

SBA  loans  appear  to  be  quite  successful  in  financing  the  growth  of  rural  business- 
es, according  to  data  from  a  comprehensive  study  by  Price  Waterhouse.  Median  em- 
ployment growth  in  rural  businesses  that  received  SBA  7(a)  guaranteed  loans  in 
1985  was  232  percent  over  the  next  4  years.  Sales  grew  by  343  percent,  taxes  by  197 
percent,  and  profits  by  172  percent. 

While  businesses  located  in  urban  and  suburban  areas  also  showed  tremendous 
growth,  the  expansion  of  rural  businesses  was  highest  in  three  categories — jobs, 
sales  and  taxes — and  was  second  in  growth  of  profits.  [Please  see  Table.] 

GROVVTH  OF  MEDIAN  VALUES  OF  SBA  LOAN  RECIPIENTS 
By  Urban,  Suburban  and  Rural  Location 


Urban 

Suburban 

Rural 

Item 

1984 

1989 

Growth 
per- 
cent 

1984 

1989 

Growth 
per- 
cent 

1984 

1989 

Growth 
per- 
cent 

Sales  revenue 

180 
4.1 
24 
36 

650 

10.1 

43 

77 

262 

150 

79 

115 

140 
4.1 
16 
27 

538 

10.1 

38 

95 

284 
149 
138 
251 

130 
3.0 
11 
25 

576 

10.1 

31 

68 

343 

Total  employment 

23? 

Total  taxes 

1<J7 

Profit 

172 

Figures  for  sales  revenue,  total  taxes,  and  profit  are  in  thousands  of  dollars.  Figures  for  employment  are  total 
II  and  part-time  employment  of  the  median  firm.  Growth  figures  are  percent  growth. 


SUCCESS  STORIES 

Other  research  has  turned  up  additional  evidence  of  the  success  of  SBA  programs 
in  rural  areas.  Two  researchers  from  CJornell  University,  in  a  survey  of  123  manu- 
facturing firms  in  a  rural  10  county  region  of  central  New  York  State,  revealed  a 
fascinating  snapshot  of  what  it  takes  to  start  a  new  firm,  as  well  as  the  interesting 
observation  that  one-quarter  of  them  received  some  type  of  assistance  from  the  SBA 
when  starting  out.  Among  the  findings: 

•  Over  half  of  the  founders  said  they  got  some  help  from  a  Federal,  State,  or 
local  government  agency.  The  agencies  named  most  often  were  a  local  develop- 
ment agency  and  the  Small  Business  Administration — each  was  named  by  a 
quarter  of  the  firms.  The  kind  of  outside  help  most  often  mentioned  was  financ- 
ing. 

•  Other  agencies  mentioned  most  often  as  being  helpful  included  Small  Busi- 
ness Development  Centers  and  the  Small  Business  Innovative  Research  pro- 
gram. 

A  survey  of  capital  availability  in  urban  and  rural  Idaho  was  carried  out  at  Boise 
State  University  and  revealed  some  interesting  differences  between  the  two  types  of 
areas. 

•  More  rural  lenders  than  urban  lenders  indicated  they  were  unfamiliar  with 
government  financing  programs,  except  for  the  SBA  7(a)  program,  where  50  per- 
cent of  urban  and  60  percent  of  rural  lenders  had  a  familiarity. 

•  The  most  commonly  recognized  and  the  most  commonly  used  public  financ- 
ing program  among  small  businesses  in  Idaho  was  the  SBA  7(a)  program,  which 
had  been  used  by  9  percent  of  urban  and  17  percent  of  rural  businesses  in  the 
State. 

Copies  of  both  studies  are  included  in  Appendices  2  and  3. 

TRAVEL  AND  TOURISM 

SBA  has  three  representatives  on  the  Federal  Rural  Tourism  Task  Force,  headed 
jointly  by  the  U.S.  Travel  and  Tourism  Administration  of  the  Department  of  Com- 
merce and  the  Extension  Service  of  the  Agriculture  Department.  Interest  in  promot- 
ing travel  and  tourism  opix)rtunities  is  high.  SBA  rural  business  loans  in  four  travel 
and  tourism-related  SIC  codes  rose  from  384  loans  for  $151  million  in  FY  1991  to  675 
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loans  for  $280  million  in  FY  1992.  This  year  we  expect  to  make  800  of  these  loans 
for  $350  million. 

In  Appendix  4  we  have  included  the  SBA's  testimony  of  July  19  on  rural  travel 
and  tourism  before  a  Subcommittee  of  the  House  Committee  on  Small  Business. 

AQUACULTURE 

SEA  is  the  advisor  on  small  business  issues  to  the  statutorily-established  Joint 
Subcommittee  on  Aquaculture,  chaired  by  the  Agriculture  Department. 

WORKING  TOGETHER 

The  statutory  mandate  of  the  rural  affairs  office  included  the  production  of  a 
catalogue  of  available  Federal  and  State  programs.  With  the  assistance  of  our  Office 
of  Business  Initiatives,  Education  and  Training,  the  publication  entitled  Working 
Together:  A  Guide  to  Federal  and  State  Resources  for  Rural  Economic  Development 
was  published  in  late  1991.  Five  thousand  copies  were  published  and  most  have  been 
distributed.  We  continue  to  receive  many  requests  and  favorable  comments. 

Mr.  Chairman,  this  concludes  my  prepared  remarks.  I  will  be  pleased  to  respond 
to  questions. 
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Appendix  #1 


Kansas  Council  Clears  the  Wa/  for 
Rural  Development  Agency 

Cooperation  Removes  Impediments  to  Growth 


National  Initiative 


^i^g  and  Uftian  Development 


X  wo  rural  development  pro- 
jects in  Kansas  demonstrate  the 
power  of  a  stale  Rural  E>evelop- 
ment  Council  to  identify  and  re- 
solve troublesome  issues  facing 
rural  businesses  and  towns. 

Rural  entrepreneurs  in  Kansas 
seeking  federal  and  state  finan- 
cial assistance  for  small  busi- 
nesses faced  "a  mountain  of  loan 
application  forms,  all  requiring 
the  same  basic  information,  but 
all  using  differeni  formats."  re- 
ported Jack  Alumbaugh.  Council 
member  and  executive  director 
of  the  South  Central  Kansas  Eco- 
nomic Development  [)istria. 
When  the  problem  came  to  the 
CouiKil's  attention  in  1991.  the 
members  of  the  newly  formed 
Council  decided  to  resolve  it. 
They  worixd  together  to  create 
the  "single  loan  application 
process" — the  first  rural  devel- 
opment demonstration  project  in 
Kansas  under  the  National  Initia- 
tive on  Rural  America. 

The  story  exemplifies  how  ef- 
fectively a  Rural  Development 
Council  can  foster  communica- 
tion and  cooperation  among 
government  agencies.  When 
agency  heads  from  all  levels 
come  to  the  table  to  discuss  is- 
sues in  the  rural  areas  of  their 
state,  problems  surface  that  oth- 
erwise would  have  remained 
buned.  Council  members  com- 
mitted to  removing  barriers  to 
rural  development  can  then  col- 
laborate, often  with  the  help  of 
federal  agencits  in  Washington. 


In  Kansas,  seven  federal  and 
state  agencies  have  developed  a 
single  small  business  loan  appli- 
cation form  based  on  the  Small 
Business  Administration  (SBA) 
7(a)  guaranty  loan  form.  The 
agencies  and  departments  in- 
volved are:  Kansas  Department 
of  Conunerce  and  Housing. 
Kansas  Association  of  Rural 
Electrical  Cooperatives,  Small 
Business  Administration,  Farm- 
ers Home  Administration,  Rural 
Electrification  Administration, 
Economic  Development  Admin- 
istration, and  Housing  and  Ur- 
ban Development.  Each  agency 
directly  involved  in  financial  as- 
sistance has  leviewed  the  SBA 


agencies'  attention,"  said  Nofma 
Daniels,  chair  of  the  Kansas 
."'.ural  Development  Council. 
They  have  played  a  key  role  in 
the  process  of  allowing  our  pro- 
ject to  develop." 

'Treasury  has  also  helped  im- 
mensely." said  Council  chair 
Daniels.  That  department  sug- 
gested thai  Kansas  adopt  an  elec- 
tronic loan  application  process 
developed  by  the  Texas  Federal 
Rural  Development  Council. 
The  electronic  process  will  track 
all  the  entities  involved  in  lend- 
ing and  serve  as  a  "paperless 
companion"  to  the  single  loan 
application  form.  After  testing 


"Doing  business  in  rural  Kansas 
is  going  to  be  a  lot  easier  because 
of  this  project."    ^ 


form  in  light  of  its  own  agency's 
needs.  The  EDA's  Econotnic 
Development  Districts  are  also 
participating,  with  the  South 
Central  Kansas  EDD  cuirentiy 
screening  potential  businesses  to 
test  the  new  form  and  process. 

Federal  support  has  been  crucial 
to  the  project's  success.  The 
Monday  Management  Group, 
comprising  senior  representa- 
tives of  over  35  federal  agencies 
who  oversee  the  Rural  Develop- 
ment Initiative  at  the  national 
level,  "has  been  vitally  inter- 
ested and  has  helped  bring  the 
loan  application  problem  to  the 


the  single  form,  the  Kansas 
Council  will  return  the  final  draft 
10  the  Treasury  Department  for 
official  confirmation. 

According  to  Jack  Alumbaugh. 
the  benefits  of  the  project  both 
for  Kansas  businesspeople  and 
participating  lending  agencies 
are  these: 

■  Easy  access  to  multiple  fiind- 
ing  opportunities; 

■  More  joint  funding  by  fed- 
eral and  stale  agencies; 

■  Wiser  investment  of  public 
funds  in  economic  development, 
through  standardized  credit  cri- 
teria and  evaluation; 


-^ 
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■  Reduced  time  ind  paperwocfc 
in  filing  appUcaoons  and  servic- 
ing loans. 

"Doing  business  in  rural  Kansas 
i  going  lo  be  a  loi  easier  be- 
cause of  (his  project,"  said 
Alumbaugh.  ■ 

1.  he  second  successful  project 
recently  reported  by  the  Kansas 
Rural  Development  Council 
demonstrates  die  Council's  abil- 
ity to  serve  as  mediator  and  fa- 
cilitator when  conflict  halts  a 
project 

The  people  of  Halstead,  Kansas, 
plagued  by  flooding  along  the 
Little  Aitansas  River  for  more 
than  100  yeai^.  began  in  1974  to 
develop  a  $9.4  million  flood 
control  project.  Townspeople 
painstakingly  obtained  the  nec- 


Council  agreed  to  intervene  in 
the  Halstead  flood  control  pro- 
ject as  a  demonstration.  Council 
members  contacted  all  the  par- 
ties involved  and,  with  a  full  un- 
derstanding of  the  conflicts, 
convened  a  conference.  The 
meeting  resolved  most  of  the  dif- 
ferences among  those  concerned, 
but  a  tiujor  obstacle  remained: 
while  a  60-day  period  is  allowed 
for  ensuring  fuinilment  of  the 
National  Historic  Preservation 
Act's  regulations,  the  town  of 
Halstead  had  less  than  30  days 
before  the  contract  delay  clause 
would  come  into  play. 

In  early  July,  1992.  the  Kansas 
CoutKll  went  into  high  gear 
With  the  help  of  the  National 
Advisory  Council  for  Histonc 
Preservation  and  the  good  of- 
flces  of  Senator  Bob  Dole  and 


The  Council's  ability  to  smooth 
the  way  saved  the  town  of  Halstead 
$120,000  in  needless  expenses. 
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essary  appropriations  and  contri- 
butions from  federal,  state,  and 
local  levels.  They  acquired  land 
to  build  levees  and  let  contracts. 
But  conflicts  about  how  to  treat  a 
registered  historical  site  in  Hal- 
stead cre;<ted  an  impasse; 
progress  stopped,  threatening  (he 
availability  of  state  fiinds  for  (he 
project  and  the  enactmem  of  a 
$4.000/day  con(rac(  delay  clause. 
The  work  of  eigh(  years  and  the 
safe(y  of  Hals(ead  ci(izens  and 
property  were  in  jeopardy. 

Because  (he  projec(  involved 
several  levels  of  govemmen[.  the 
Kansas  Rural  Development 


Congressman  Dan  Glickman.  (he 
Rural  Developmem  Couiicil 
managed  (o  conclude  (he  review 
process  wi(hin  30  days,  and  a  fi- 
nal memorandum  of  agreemen( 
was  signed  in  early  Augus(. 
The  Council's  abiliiy  (o  smoo(h 
(he  way  saved  (he  (own  of  Hal- 
s(ead  $120,000  in  needless  ex- 
penses, and  (he  flood  con(rol 
project  on  (he  banks  of  (he  Li((le 
Arkansas  is  underway    ■ 

For  additional  information  on 
rural  development  efforts  in 
Kansas,  please  contact  Steven 
Biltel.  Executive  Director,  at 
913/296-1847. 
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Ruth  C.  Young  and  Joe  D.  Francis 


rt^ho  Helps  Small 
Manufacturing  Firms  Get 
Started? 


Many  Federal  and  Stale  programs  are 
designed  (o  help  new  small  manufac- 
turing firms  organize  and  sunjiue.  Yel 
we  know  little  about  how  new.  often 
innovatiue.  manufacturing  firms  start 
out  and  the  kind  of  support  they  need 
and  get  Based  on  surveys  of  123 
small  manufacturers  in  10  mostly  rural 
counties  of  Mew  York  Stale. 

Startup  of  a  new  manufacturing 
firm  requires  not  only  nnancial 
commitment  on  the  part  of  the 
founder,  but  a  tremendous  investment 
of  time  and  initiative  and  a  willingness 
to  work  for  little  or  no  salary  at  the 
beginning.  This  is  not  a  surprise  to 
most  of  us,  but  two  other  aspects  of 
startups  we  found  in  our  study  of  man- 
'jfacturing  firms  are  less  well  known: 


Ruth  Young  is  senior  research  associate  and 
Joe  Francis  is  associate  professor.  Depart- 
ment of  Rural  Sociology.  Cornell  CJniver 
sity.  This  research  was  sponsored  in  pan  by 
the  New  York   Stale  Agricultural  Experi 
ment  Station  at  Cornell  University  through 
Hatch  Grant  440.  by  CJSDA  Regi---I 
Project  NEI62,  and  by  a  coop 
erative  grant  from 
USDA  on  rural 
entrepreneur- 
ship. 


•  Over  half  of  the  fimis  received  sup- 
port from  Federal,  State,  or  local 
government. 

•  Other  manufacturing  firms  also 
helped.  They  are  generally  compa- 
nies where  the  founders  worked 
before,  acquiring  experience  pro- 
ducing the  same  or  similar  products 
and  where  the  founder  may  have 
acquired  the  idea  for  the  new  prod- 
uct. The  new  firm  has  continuing 
relations  with  this  firm  and  other 
manufacturing  firms. 

A  related  fact,  which  has  important 
implications  for  rural  development,  is 
that  most  firms  in  which  founders 
gained  their  experience  were  located 
in  the  same  county  as  the  new  firm, 
the  county  in  which  the  founders  live 
and  work.  This  and  other  research 
has  told  us  that  people  do  not  move  to 
begin  new  companies.  They  start 
them  where  they  are. 


Engineering  and  manufacturing  personnel  at  E)ectric  Clutch  and  Brake  Co.,  Bmira, 
NY,  check  out  prototype  lor  miliary  contract. 


Appendix  #2 

Founders  Contribute  Much  More 
Than  Ideas 

Starting  a  new  business  is  basically  a 
self-help  proposition  requiring  great 
sacrifice  by  the  founder  Most  found- 
ers we  interviewed  (85  percent) 
helped  finance  their  firms  with  their 
ovm  funds.  About  37  percent  obtained 
bank  loans  (secured  by  physical  prop- 
erty), and  20  percent  more  had  loans 
from  family  and  friends  and  other 
sources.  They  also  sacrificed  salary. 
At  the  beginning.  69  percent  received 
no  salary  at  all.  a  token  salary,  or  liv- 
ing expenses  only.  And  they  made  a 
great  investment  of  time.  At  the 
beginning,  only  14  percent  worked  a 
normal  work  week  of  40  hours  or 
fewer.  A  third  worked  65  hours  or 
more  per  week. 

They  also  contributed  ideas.  Half  of 
the  founders  invented  their  original 
product,  developed  it  from  a  product 
produced  in  a  company  where  theV 
worited  before,  or  invented  it  as  a 
result  of  customer  needs.  In  the  last 
case,  they  saw  that  a  product  required 
by  one  customer  as  a  special  piece  of 
work  could  be  used  by  others  as  well. 
The  second  main  source  of  product 
kleas  was  well-known  products  in  the 
public  domain.  Over  two-thirds  of 
founders  used  their  own  contacts  or 
those  from  a  previous  job  to  market 
their  product,  chiefly  by  word  of 
mouth. 

Most  got  little  help  on  me  tent 

from  others.  Most  bankers  and  eco- 
rramic  developers  believe  a  sound 
business  plan  outlining  goals  and  spe- 
cific means  of  reaching  them  evi- 
dences competent  management 
essential  for  a  business  Such  a  plan 
is  a  requirement  for  bank  and  govern- 
ment loans.  Fifty-three  percent  of  the 
firms  studied  had  no  formal  business 
plan  Of  the  47  percent  that  had  such 
a  plan,  only  a  fifth  got  help  from  out- 
side the  firm  in  writing  it. 

The  founders  also  depended  on  them- 
selves or  their  own  bank  credit  for 
funds.  Wf>en  additional  funds  had 
been  obtained  since  the  firm's  found- 
ir>g.  60  percent  of  the  new  firms 
obtained  bank  loans  (secured  with 
capital  goods).  25  percent  used  the 
founder's  own  funds,  and  29  percent 
used    the    company's    own    internal 
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Table     1 — Contributions    to    Startup 
from  Founder's  Previous  Firm 


He  worked  in  a  company 
producing  same  or  similar 
product 

Some  other  company  helped 
him  get  started 

Used  previous  job  contacts 
for  marketing 

Original  product  was  the  same 
as  former  company's  product 

Owner  invented  part  or  all  of 
original  product 


funds.  Smaller  proportions  obtained 
funds  through  a  stock  offering  (16  per- 
cent), an  SBA  loan  (13  percent),  or 
other  sources. 

In  sum,  founders  of  manufacturing 
firms  made  considerable  investments 
of  money,  time,  initiative,  and  ideas, 
and,  when  one  considers  failure  rates 
of  new  businesses,  took  great  risks. 
They  drew  on  family  and  friends  as 
sources  of  money  and  as  business 
partners. 

When  Founders  Needed  Help, 
Here's  Where  They  Turned 

Beyond  self-reliance,  a  second  impor- 
tant source  of  help  to  those  starting, 
new  business  is  an  array  of  public  and 
private  agencies.  Over  half  (55  per- 
cent) of  the  founders  we  interviewed 
said  that  they  got  some  help  from  a 
State,  Federal,  or  local  government 
agency.  The  agencies  named  most 
often  were  a  local  development 
agency  and  the  Small  Business 
Administration,  each  named  by  a 
quarter  of  the  firms.  Other  State  and 
Federal  agencies  help  small  busi- 
nesses too.  In  the  study  area,  the 
agencies  mentioned  most  often  by 
founders  were  the  Small  Business 
Development  Centers,  the  New  York 
State  Job  Development  Agency,  the 
New  York  State  Department  of  Com- 
merce, and  the  Small  Business  Inno- 
vation Research  Program  (funded  by 
the  Federal  Govemment  and  the 
State). 


The  kind  of  outside  help  most  often 
mentioned  in  our  interviews  was  in 
regard  to  financing.  Other  kinds  of 
help  included  information  about  mar- 
kets, personnel  training,  site  selection, 
zoning  problems,  export  information, 
assistance  with  construction  (including 
funding  it),  and  the  writing  of  business 
plans.  Most  businesses  had  help  from 
a  single  agency,  but  14  firms  had  help 
from  more  than  one  agency,  most  fre- 
quently a  kxral  development  agency 
combined  with  the  SBA.  or  one  of  the 
agencies  mentioned  above.  A  third  of 
the  founders  said  they  had  been  con- 
tacted by  an  agency  offering  help, 
generally  the  same  agencies  as  men- 
tioned above,  as  well  as  the  Chamber 
of  Commerce. 

Over  half  of  the  founders  have  plans 
for  future  expansion  of  space,  prod- 
ucts, personnel,  or  their  customer 
base.  About  a  quarter  expert  help 
with  expansion  from  financial  institu- 
tions and  public  agencies.  When 
asked  about  the  focus  of  future  direc- 
tions, over  half  named  marketing  and 
changes  in  the  product  line,  but  all 
kinds  of  other  concerns  were  named  in 
smaller  proportions.  The  firms'  most 
important  needs  for  the  future  were 
money  and  marketing. 

The  firms  included  in  the  study  also 
received  a  good  deal  of  help  from  pri- 
vate professional  sources,  most  of 
which  was  local.  Almost  all  (96  per- 
cent) used  legal  help,  about  three- 
quarters  of  which  was  by  local 
attomeys.  Eighty-five  percent  used 
accountants,  about  half  of  whom  were 
local.  Seventy-five  percent  used  print- 
ers, more  than  half  of  whom  were 
local.     They  also  used  a  number  of 
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other  services  to  a  lesser  extent: 
advertising,  personnel,  technical,  and 
management.  Most  often,  these  too 
were  local.  Sometimes  a  company 
told  us  that  it  used  professional  help  in 
some  large  city  because,  for  example, 
a  large  city  law  firm  was  known  for  its 
high-technology  clients,  and  therefore 
for  the  specialized  advice  and  experi- 
ence it  could  give  such  companies. 
But  many  firms  were  unaware  of  such 
a  possibility. 

A  final  kind  of  outside  help  was  techni- 
cal information  and  information  about 
competitors.  The  most  frequent 
sources  for  this  technical  information 
were  technical  joumals  (56  percent), 
trade  shows  (40  percent),  and  com- 
petitors (29  percent).  About  a  fifth 
also  named  universities  and  profes- 
sional joumals.  Similar  sources  were 
named  when  asked  about  how  they 
learned  about  the  competition.  The 
most  frequently  named  source  was 
trade  shows,  then  competitors,  techni- 
cal journals,  and  customers. 

Thus  the  firms  depend  on  the  commu- 
nity for  a  good  deal  of  help.  Though 
we  have  been  aware  of  the  many  pub- 
lic programs  organized  by  govemment 
in  behalf  of  business,  we  have  not  had 
an  estimate  up  until  now  as  to  the  pro- 
portion of  firms  reached  by  such  help. 
At  least  for  one  region  of  New  York 
State,  we  now  have  an  estimate.  Both 
government  and  the  professional  com- 
munity played  important  roles  in 
organizing  and  maintaining  the  new 
businesses. 

Help  Comes  Fronrt  Network  of 
Other  Manufacturers  Too 

The  press  has  carried  many  stories  of 
spinoffs  from  one  or  another  large 
company.  Our  survey  findings  go 
beyond  that:  nearly  all  the  new  manu- 
facturing firms  had  roots  in  another 
company,  and  many  continue  to  sur- 
vive as  part  of  a  network  of  compa- 
nies. 

Nearly  all  founders  we  interviewed  had 
previous  work  experience  in  a  com- 
pany that  makes  a  product  similar  to 
their  firm's  product.  No  matter  what 
the  founder's  education,  typically  he 
had  hands-on  work  experience  before 
starting  his  own  business.  About  two- 
thirds  of  the  founders  worked  in  larger 
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corporations  beforehand 

riearly  all  the  companies  where  the 
founders  worked  before  were  located 
n  the  same  county  or  a  short  distance 
from  the  new  firm.  New  firms  are 
located  where  their  founders  live.  This 
suggests  that  a  region's  new  firms  will 
resemble  the  old.  implying  that  radical 
change  in  a  region's  industrial  compo- 
sition is  not  likely  to  take  place  by 
starting  new  firms. 

About  The  Survey 


We  interviewed  founders  of  123 
manufacturing  firms  in  a  10-county 
regktn  of  central  New  York  State. 
Eighty-four  percent  had  50 
employees  or  fewer.  Cumulatively. 
38  percent  of  the  firms  were  5 
years  old  or  less.  62  percent  10 
years  or  less,  and  61  percent  less 
than  20.  The  interviews,  usually  I- 
1/2  hours  in  length,  were  struc- 
tured, but  included  open-ended 
questions.  We  tried  to  find  all  high- 
tecfinology  manufacturing  firms 
less  than  10  years  old.  along  with  a 
quota  of  low-technology  and  older 
firms.  Many  of  the  new  firms  stud- 
led  did  not  appear  on  any  list  and 
had  to  be  located  by  word  of 
mouth.  Therefore  we  might  have 
missed  a  few. 


When  the  founder  had  partners,  half  of 
the  time  they  were  fellow  workers  from 
the  previous  firm.  A  quarter  of  the 
companies  stated  that  their  former 
employer  helped  them  get  started  with 
help  such  as  financing,  gifts  of  inven- 
tory or  equipment,  or  a  patent.  Other 
companies,  including  competitors, 
also  provided  technical  information. 

Marketing,  too.  largely  depended  on 
the  founder's  past  experiences.     The 

Because  of  the  restricted  study  area 
and  the  exploratory  nature  of  the 
research,  we  are  rK>w  beginning  to 
replicate  and  expand  the  study  in 
wider  areas.  Until  then,  we  confine 
our  generalizations  to  this  region 
and  can  only  raise  questions  that 
need  to  be  answered  for  other 
areas. 

The  study  region  Includes  both 
rural  and  urban  areas  but  is  mostly 
rural.  Six  of  the  10  counties  are 
nonmetro.  Dividing  the  regk>n  into 
155  minor  civil  divisions  (MCD). 
subcounty  areas  designated  by  the 
Bureau  of  the  Census,  the  popula- 
tion is  totally  rural  in  75  percent  of 
the  MCD's  and  over  60  percent 
rural  in  another  5  percent.  The 
largest  cities  in  the  study  area  are 
Syracuse  (Onandaga  County). 
Binghamton  (Broome  County),  and 
Elmira  (Chemung  County). 


I  -I   Monnpietro  county 
Metro  county 


chief  executive  officer  of  the  new  com- 
pany (normally  the  founder)  did  the 
marketing,  and  it  most  often  involved 
using  his  own  contacts  acquired  in  his 
past  job.  The  company  nearly  always 
had  competitors,  but  almost  never 
competed  with  the  company  where  the 
founder  worked  before.  Half  of  the 
firms  had  50  or  fewer  customers. 

The  firms  studied  were  also  closely 
tied  into  the  wider  industrial  network  in 
several  important  ways.  Two-thirds 
sold  products  to  other  manufacturing 
firms,  and  four-fifths  bought  parts  from 
other  firms.  Over  half  subcontracted 
to  other  firms  for  parts,  assembly, 
overflow  work,  or  other  services. 
Almost  half  did  subcontract  work  for 
other  firms. 

The  nature  of  their  production  rein- 
forces the  idea  that  these  small  firms 
fill  special  market  niches.  Sixty  per- 
cent did  custom  work,  and  48  percent 
produce  short  batches  with  minor 
modifications.  Few  produced  identical 
short  batches,  and  only  20  percent 
mass  produced. 

All  of  these  findings  support  the  notion 
that  small  manufacturing  firms 
develop  special  market  niches  where 
they  produce  specialized.  often 
custom-made,  products  for  a  small 
number  of  other  manufacturing  com- 
panies, and  compete  only  with  a  few 
other  small  companies  like  them- 
selves. This  seems  to  be  true  regard- 
less of  the  age  of  the  firm,  and  is 
reinforced  by  changing  policies  in 
large  companies.  ,'.jm  them  we  hear 
that  they  are  streamlining  operations 
and  finding  it  more  economical  to  buy 
many  parts,  products,  and  services 
from  firms  outside  the  companies  than 
to  produce  them  within  the  company. 
They  are  also  inaugurating  just-inlime 
inventory  policies,  and  working  closely 
with  a  small  number  of  suppliers  on 
quality  control.  We  also  hear  about 
these  relationships  from  the  small  sup- 
pliers. 

These  networks  of  relations  among 
manufacturing  firms  have  been  left  out 
of  calculations  by  those  devising  pro- 
grams aiding  business  and  by  banks 
that  lend  to  business.  This  new  pic- 
ture of  the  industrial  economy  is  also 
relevant  to  those  formulating  policies 
for  employment  and  employee  bene- 
fits.    Smaller  companies  cannot  pro- 
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vide  the  employment  stability  or 
benefits  packages  the  large  compa- 
nies do.  Large  firms  tell  us  that  is  one 
important  reason  why  small  compa- 
nies can  produce  more  economically 
and  sell  to  Industry  more  cheaply. 

Implications  for  Public  Policy 

We  know  that  many  government  pro- 
grams are  supposed  to  help  business, 
but  we  have  not  known  how  many 
firms  they  have  reached.  We  still  do 
not  know  how  effective  the  programs 
are,  whether  each  agency  reaches  its 
targeted  clientele,  or  how  they  all  work 

together.  But  our  survey  found  that 
such  programs  helped  over  half  of  the 
new  manufacturing  firms  in  our  sam- 
ple, and  that  is  a  start.  Whether  that 
help  made  much  difference  to  the  sur- 
vival of  the  firm  is  an  issue  that  still 
needs  to  be  evaluated. 

The  findings  that  businesses  are 
started  where  founders  live  and  that 
founders  nearly  always  acquired  work 
experience  in  a  firm  producing  similar 
goods  are  particularly  relevant  for 
rural  and  regional  development.  If 
founders  gained  experience  in  firms 
similar  to  the  new  one,  this  means  that 
new  firms  are  going  to  resemble  the 
old  ones.  New  firms  in  industries  not 
already  in  the  region  are  not  likely  to 
develop.  If  this  continues  to  be  the 
case  when  we  replicate  the  study  in 
other  regions,  these  results  suggest 
that  it  is  very  difficult  to  change  the 
fundamental  industrial  structure  in  an 


Table    2 — Rrm's    Present    Relations 
with  Other  Manufacturing  Firms 

Percent 

Sells  to  other  manufacturing  firms         60 

Sutxontracts  to  other  firms  for  parts, 
finishing,  or  overflow  work  60 

Buys  pans  from  other  companies  93 

Gets  technical  Information  from 
competitors  29 

Has  competitors  86 

Has  50  or  fewer  current  customers        44 

Finds  out  about  competition  from 
other  producers  3 1 

Total  number  1 23 


Do  High-  and  Low-Technology 
Rrnis  Differ? 

We  occasionally  hear  of  efforts  to 
introduce     high     technology     into 
areas    that    lack    high-technology 
manufacturing.      Can   such  efforts 
hope  to  succeed?     Evidence  from 
the    present    study    suggests    that 
they  usually  cannot.    High-technol- 
ogy   companies    originate    in    the 
same  way  as  low-tecfmology  com- 
panies:    Their  founders  have  had 
.  work  experience  In  a  similar  com- 
i  pany.       They    develop    a    market 
'■  niche  and  are  tied  into  a  network  of 
'.  other  companies.    These  firms  dif- 
fer from  low-technology  companies 
mainly    in    their    founder's    more 
advanced  education,  which  is  often 
;  in  science  or  engineering.  Seventy- 
eight  percent  of  founders  of  high- 
'  tech  firms  were  college  educated, 
i  compared  with  41  percent  of  found - 
'  ers  of  low-tech  firms.     And  most 
'  high-tech  founders'  previous  expe- 
rience was  in  high-tech  rather  than 
I  low-tech  companies,  since  founders 
:  typically  worked  in  a  firm  like  the 

area  by  small  firm  startups.  To 
achieve  that  would  require  some  larger 
change,  such  as  the  arrival  of  a  new 
large  corporation  or  government  facil- 
ity, or  an  intensive  outreach  program 
from  a  technical  university  to  promote 
new  types  of  small  businesses. 

A  branch  plant  may  not  serve  the  pur- 
pose unless  it  provides  the  experience 
needed  and  pc  biy  uses  'ocal  suppli- 
ers. Modest  internal  efforts  within  a 
region  are  not  likely  to  change  the  fun- 
damental structure  of  local  industry  or 
bring  new  industries  to  the  region. 
Rural  development  efforts,  then,  might 
best  be  directed  toward  enhancement 
of  the  businesses  and  resources 
already  in  the  areas  rather  than  trying 
to  strike  out  in  some  new  direction. 

The  interdependent  relations  between 
large  firms  in  the  study  area  and  the 
smaller  firms  that  supply  goods  and 
parts  to  them  may  indicate  a  restruc- 
turing within  industries.  If  this  is  true 
generally,  the  restructuring  has  several 
implications  for  public  policy.  We 
found  that  small  firms  buy  from  and 
sell  to  other  small  firms.  Economic 
developers  tell  us  that  firms  like  their 
suppliers  to  be  no  more  than  a   1  -2 


one  they  start  up  (74  percent  of 
low-tech  firm  founders,  84  percent 
of  the  high-tech). 

High-tech  firms  differ  from  low-tech 
in  that  they  more  often  have 
invented  their  original  product  (55 
percent,  compared  with  22  percent 
in  low-tech  firms);  they  more  fre- 
quently do  designing  (79  percent, 
compared  with  28  percent);  they 
have  more  frequently  added  new 
original  inventions  (56  percent  in 
high-tech  and  14  percent  in  low- 
tech  firms);  and  more  frequently 
have  upgraded  or  modified  a  prod- 
uct (81  percent  in  high,  21  percent 
in  low-tech).  If  an  area  wishes  to 
have  innovative  firms  that  are 
therefore  likely  to  increase  produc- 
tivity, high-tech  firms  are  desirable. 
But  areas  where  high-tech  firms, 
high-tech  government  installations, 
or  at  least  technical  universities  do 
not  already  exist  that  can  spawn 
founders  of  new 

high-tech  firms  and  link  with  them 
in  buying  and  selling  networks,  are 
not  likely  to  have  such  high-tech 
firms  start  up. 

hour  truck  drive  away.  The  relations 
between  a  firm  and  the  suppliers  are 
often  close,  and  involve  working 
together  on  problems,  for  instance,  of 
quality  control  or  specially  designed 
products.  Thus  within  a  region  we 
may  expect  to  find  networks  of  large 
firms  and  their  suppliers  in  related 
industries  buying  from  and  selling  to 
each  other.  How  a  new  small  firm  fits 
into  these  networks  has  a  lot  to  do 
with  its  ultimate  success. 

This  role  of  small  firms  as  supplier  to 
large  firms  means  that  small  and  large 
firms  become  dependent  on  one 
another.  For  the  small  firms  we  stud- 
ied, that  dependen>.e  seems  to  mean  a 
more  precarious  position  than  in  the 
past. 

If  founders  of  new  firms  get  their  expe- 
rience in  older  firms  in  the  same  area, 
does  this  development  process  have 
implications  for  rural  areas?  In  New 
York  State,  metropolitan  areas  are 
expanding  their  influence  so  that  some 
rural  counties  adjacent  or  close  to 
metro  areas  can  now  participate  in 
metro  economies.  But  in  some  more 
remote  rural  areas,  far  from  metro 
influence,    and    lacking    an    existing 
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industrial  base  of  their  own.  industrial 
development  cannot  be  expected  in 
the  normal  course  of  events.  Change 
T  such  areas  would  require  radical 
nange  brought  about  by  external 
events  that  could  change  the  course  of 
the  area's  economic  history. 

If  the  industrial  economy  is  restructur- 
ing along  the  lines  we  have  found 
here,  with  large  firms  expanding  their 
use  of  small  suppliers  as  they  stream- 
line operations,  the  number  of  jobs  in 
large  firms  may  shrink  while  those  in 
small  firms  expand.  Due  to  the  high 
proportions  of  startup  firms  that  fail, 
such  jobs  may  be  less  stable.  Benefits 
paid  by  the  small  firms  we  studied 
were  tar  less  than  those  of  large  firms. 
Few  small  firms  have  pension  plans, 
for  example.  (Jltimalely.  then,  ques- 
tions of  benefit  replacement  will  be 
questions  of  public  policy. 

Our  findings  suggest  that  the  fortunes 
of  many  small  firms  are  bound  up  with 
those  of  the  large  corporations  they 
depend  on  and  their  changing  policies. 
This  suggests  that  programs,  public  or 
private,  to  help  small  businesses 
should  take  these  interdependent  rela- 
■ionships  into  account  in  planning 
itervention  or  assessing  the  likelihood 
of  success.  Many  small  firms  are  not 
independent  of  the  economy  immedi- 
ately surrounding  them,  and,  depend- 
ing on  what  befalls  it,  may  or  may  not 
survive  regardless  of  their  own  mana- 
gerial competence.  They  live  in  a 
small  world  and  it  impinges  on  them 
directly. 

The  web  of  interdependent  relation- 
ships among  manufacturing  firms, 
large  and  small,  suggests  that  compe- 
tition is  much  more  limited  than  we 
like  to  believe,  since  markets  and 
sources  of  supply  are  both  limited  and 
specialized.  Each  small  firm  has  only 
limited  opportunities  for  competing, 
and  its  fate  is  tied  to  that  of  other 
firms.  «3P 
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1988  Drought  Did  Not 
Dry  Up  Credit 


Following  close  on  the  heels  of  the 
1980s  farm  financial  crisis,  the  1988 
drought  aroused  concerns  that  hard- 
pressed  lenders  might  desert  farmers 
and  other  rural  borrowers.  The  eui- 
dence  suggests,  however,  that  farm 
and  rural  credit  continues  to  be  readily 
extended,  even  in  areas  hit  hardest  by 
the  drought,  and  that  1988  was  a  rela- 
tiuely  good  year  for  farm  and  rural 
lenders.  The  combination  of  drought- 
induced  rises  in  crop  prices,  crop 
stocks  left  over  from  earlier  years,  and 
Federal  disaster  assistance  seems  to 
have  kept  farm  losses  well  below  what 
was  initially  feared. 

Severe  droughts  wipe  out  farmers' 
crops,  and  can  leave  them  unable 
to  repay  the  money  they  borrowed  to 
plant.  If  the  financial  losses  are  wide- 
spread, farm  lenders  may  be  forced 
out  of  business.  A  collapse  of  this 
nature  can  ripple  through  farm-depen- 
dent rural  communities  as  farmers  put 
off  spending  for  local  purchases.  A  big 
drop  in  farmer  spending  can  push 
other  rural  businesses  under,  along 
with  local  banks.  Rural  hydroelectric, 
transportation,  and  recreational  busi- 
nesses can  likewise  incur  drought- 
related  losses,  leavina  them  unable  to 
repay  their  lenders  as  well. 

This  did  not  happen  during  the  1988 
drought  for  a  number  of  reasons.  The 
1988  drought  hit  more  than  the  United 
States.  Farm  output  in  Canada  and 
South  America  was  also  depressed  by 
a  lack  of  rain.  As  a  result,  world  crop 
prices  rose  dramatically.  Many  U.S. 
farmers  had  accumulated  large  grain 
stocks,  surplus  production  from  earlier 
in  the  decade,  that  they  sold  at 
drought-induced  higher  prices.  For 
farmers  who  were  hit  by  the  drought 
and  did   not  have   stocks,   a   Federal 


safety  net  cushioned  the  blow  to  their 
income. 

The  picture  is  less  clear  for  rural 
businesses  that  may  have  incurred 
drought-related  losses.  But  judging 
from  rural  commercial  bank 
performance  in  drough'-affected 
areas,  drought-related  losses  were 
probably  small  (fig.  1). 

Were  farm  and  rural  lenders  able  to 
absorb  drought-related  loan  losses? 
And  did  the  lenders  continue  to 
provide  an  adequate  supply  of  credit? 
The  answers  seem  to  be  yes.  although 
some  drought-related  loan  losses  may 
not  show  up  until  1990. 


Gregory  Gajewski  is  an  economist  with  the 
Commodity  Economics  Division.  ERS.  and 
Douglas  Duncan  is  an  agricultural 
economist  with  the  Agriculture  and  Rural 
Economy  Division,  ERS. 


19B8  drought  hit  farmers  hard 

10,000-15,000  farmers  face  debt 
repayment  problems 
Wheal  crop  down  by  14% 
Corn  crop  down  by  30% 
Soybean  crop  down  by  20% 

But  price*  rose 

Wheat  prices  up  46% 
Corn  prices  up  31% 
Soybean  prices  up  25% 

Overall  farm  Income  was  roughly 
unchanged,  but  went  down 

13%  in  the  northern  Plains 
23%  in  the  Corn  Bell 

And  the  Federal  Government 
stepped  In  to  help  with 

i  3.9  billion  in  disaster  assistance 

payments 

$  1.3  billion  in  crop  insurance 

payments 

»  3.4  billion  in  FmHA  drought  related 

rural  business  and  industry  loan 

guarantees 

And  lenders  were  mostly 
unaffected 

Bank  loan  losses  were  down 
Bank  vulnerability  was  down 
Banks'  return  on  equity  was  up 
16  ag/rural  banks  failed  (but  none  in 
drought  counties) 
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Appendix  #3 


Surveys  Reveal  Differences  in 
Capital  Availability  between  Rural 
and  Urban  Idaho 


by  W.  Duvid  Patton  and 
JefTayDuggan 


'Wenormalfyr^uireatUaatwo 
years  ofpnfitabU  operations  before 
we  are  iiaerested  in  financing  a 
small  busiHeu.  The  gap  I  see  is  the 
time  lapse  between  startup  and  the 
future  two  years  of  operations." 

— ttipondent  to  the  Boiie  Suie 
Univcnicy  tank  nirvey. 

Cipiul  ii  ihe  fiiei  orecammic  crowth. 
h  ii  nqaind  «  every  sep  of  businm 
deveiopm*:  for  (be  esUbtishmCDi  of  i 
new  businea  eoocepl,  far  the  devekf)- 
mcm  of  an  onovalive  product,  for  tupao- 
noo  ini0  new  mukett  or  for  readjusting  lo 
chui(int  mafcel  condilians.  Whencqri- 
ul  is  oniviilable,  (rowlh  stops.  While 
cipiul  ivuUbilily  is  not  the  sole  deter- 
minoM  of  economic  development,  it  is 
chlical  to  ecanofnic  fiowih. 

Research  indicates  ihcte  are  many 
small,  new,  innovative,  and  otherwise 
(inancially  sound  firms  whidi  have  been 
unable  to  obtain  capital  in  conventional 
markets.'  This  suggests  that  a  "capital 
gap"  may  exist— «  gap  between  what  is 
needed  1^  business  enterprises  and  what  is 
available  from  lending  sources  such  as 
banks  ard  other  traditional  tendcn.  This 
may  be  espedany  true  for  rural  areas. 

While  such  a  gap  may  exist  between  the 
capiul  available  and  the  capital  needed  for 
traditional  ventures  at  every  stage  of 
developnKm,  it  may  be  especially  evident 
and  pcnucious  to  the  entrepreneurial  Tirm, 
which  is  particularly  in  need  ofcapiial  and 
operates  in  a  risk  environment  As  Samuel 
Hubbard  recently  noted.  "The  lack  of  risk 
capital  has  come  to  be  viewed  by  many 
tuUic  policy  makers  as  the  most  signif- 
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icant  impediment  to  economic  diver- 
siTication  in  the  region  (the  Padfic  North- 
we»tl."» 

The  sute  of  Idaho  is  experiencing  a 
phenomenon  similar  to  that  found  in  slates 
across  the  country:  urban  economic 
regions  are  enjoying  growth  and  pros- 
perity while  rural  regiora  ate  languishing 
as  no-growth,  or  worse,  negative  growth, 
economies.  A  reason  for  the  disparity 
between  the  levels  of  urban  and  rural  pros- 
perity may  be  the  lack  of  divetsiTication 
found  in  rural  economies.  Rural  econo- 
mics in  Idaho  are  characterized  by  heavy 
local  dependence  on  either  agriculture, 
mining  or  timber.  The  specific  rural 
markets  have  not  generated  signiTicaiu 


naafacn  of  tiivvsified  firms;  firms  which 
coold  cashioo  the  impact  catised  by  a 
,^^.i«i»  hitting  one  of  these  primary 
leauuictindusirifs  The  amouruoif capital 
availaUe  auiewide,  and  especially  in  rural 
Idaho  could  be  limiting  the  development 
of  the  i»«idcd  diversified  firms. 

Th*  Idaho  Capital  Avanablllly 
Surreyi 

Two  surveys  were  conducted  in  the 
summer  of  1^  lo  detemune  if  a  defi- 
cieiKy  of  investment  and  debt  capital 
existed  in  Mabo.  Boise  Slate  University's 
Public  ATTairs  Program  undenock  them  in 
cooperation  »ith  the  Northwest  Policy 
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TabU4: 

PtrtMlagt  el  Trial 
Mattttlni  Acthrly  kf 
Noriradnional 
landan 
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CcnUT  «  the  Uoivenity  of  WnkiiifUn. 
IVe  Nflrtwol  PoBcy  Ceow  tad  abe 
■ulhoriad  nmikr  itudiei  in  Wofaiilglaa. 
OresoD  aid  Moouim.  The  fini  marty 
wtt  >at  ID  aO  ifae  bmki  and  aavrnp  and 
lorn  officca  in  (he  auic  The  acoood  aor- 
«cy  weal  10  2.000  businraara  in  Idaho, 
■HHiliiiMHril  by  an  additiooti  20O  qaea- 
tioanaina  acm  lo  a  tar(el«d  lubaM  of 
anuJl  jfoanj  finna.  The  renha  ri»« 
acme  iinMiiiin  Bmilariiiea  aod  diflcr- 
cocea  baMMD  altilDdea  and  pnctkca  in 
Ae  rani  Bd  wban  paiu  of  ihe  alMe. 

The  baaioeaa  anrvcy  retnnia  were 
it'Tnir-*-'  by  finna  in  the  "eatabliafaed 
auUe*  caefoty.  Reaaooa  for  thia  were 
probably  Ane-fold.  Hfal,  more  bnsi- 
neaaea  faB  iuo  ifais  calefory  than  in  any 
other  caar«cry  in  Uafao.  Second,  e«ab- 
liafaed  fina  are  Uijer  and  lend  to  have  the 
iwautiutl  and  die  reaourcea  to  anawcr  a 
queslioanaiic.  Thiid,  and  moat  duoahin(. 
Maitup  aadyotait,  powing  Anns  are  often 
diflicult  »  locale.  The  are  abaeni  brxn 
most  of  the  |enenl  advenisin(  media  and 
they  fret^enily  operile  from  a  home  or  a 
ponion  of  an  »  office.  Also,  a  larje  pei- 
cem«geofnewbu5ine»sesfail.  Our  survey 
could  only  re«ch  those  finns  cunenUy  in 
opcratkn,  allhou(h  nmfinc  out  about  (he 
characiefisucs  of  the  failed  tMsineaaea 
would  hiK  also  been  very  helphi]  in  the 
effort  lo  develop  an  undenunding  of  the 
queatioo  af  capital  availability  in  Idaho. 

The  Suncy  Conclusions 

Survey  mponaea  led  to  three  ma, 
concluikaa.  Fini.  a  capital  gap  exists  f< 
young,  sistup  companies  in  both  niral  an^ 
urban  .~-~«.>.  Second,  i"-!! a  in  rural  part|| 
of  the  SMC  may  have  greater  difTicullir. 
finding  c^tal  thai  firms  in  urban  areas. ' 
Third.  dwR  is  a  severe  shortage  of  infor- 
mation about  the  govenuneni  assistance 
programs  available  to  lenden  and  busi- 
nessea.  particularly  those  openting  in 
rarallihkn.  ' 

The  SUutap  Capital  Cap 

All  Idaho  binks  and  other  lending  insti- 
tutions e«7re5sed  a  pronounced  interest  in 
marketing  ihcii  loins  to  mature  businesses 
that  have  established  credit,  steady 
itKonr>e  (lows,  and  successful  business 
track  records.  Conversely,  ihe  banks  were 
very  reluctant  to  lend  to  businesses  that 
had  no  business  history,  i.e.  the  firms  in  the 
crucial  sitrtup  phase  of  development. 
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tnedoBf  ta  tt  tm  naa&ni  koSat    TaMtl: 
iMdaHieM  opiMMd  Ai(  picferencs.     llitM  I 
wlMhcrteywtnheidqDniendiDnbui     OfhUoMtiaM 
arimlfi«iei»(rtM*l)-  MmIiIIMmi 

Lender  imitwini  Miviiy  oanTamed 
Aiscaidujiaa  ButnoMiinihe'aUb- 
liAed'  pbue  of  devetoixneDi  witnesnd 
DOR  mwtfiini  ictiviiy  oo  ihe  pat  of 
kaden  dm  tfd  bunaena  iaibeMitup 
or  ■m-Moad  pbuei  of  fiowih. 

Widl  nditianil  kodoi  oAoi  reqair-j 
int  dM  lean  ncipieMs  bve  two  or  i 
ytn  of  apcritnee  inbaanea,  Gnni  i 
lh«  Mriy  phMM  of  IfceiT  bvtiii 
oen^lapneBl  ^bm  find  dnr  ittftsp  i 
qpcmiat  Audi  fron  oiker  tonoa.  Sar'j 
vcy  fctpooM*  iDdkaied  thai 
taamaci  wen  BOH  ia^ned  lo  OK  perl 
mil  aa«Bp  to  MMi  aid  Utiiny  ( 
tfacir  liiBi.  Oldrr  campiniet  were  moraL^ 
iiiilaait  to  depend  on  deta  fmtncinf  fori* 
faaSmt  dieir  opentin(  expends.  ly. 

As  mifN  be  e]ipecied, «  nujoriiy  of  Ihe  I?" 
buniwat  in  the  Mrtup  phue  expected  ■ 

diflieaJqrabuiian(rBi<nciii(inlhefiiiBTC  ' 

(Table  2)-  This  expeciatioo  is  t  naniril  if 

oMcone  of  die  ichxtance  of  trediiional  ■^ 

lenden  to  lend  hinds  to  new  businesses 
and  instead  provide  debt  rinancin(  to 
rasMiiliwI  Anns,  which,  in  mm,  forces 
yount  Gnns  to  icly  heavily  on  penooal 
finanaaf.  h caamsi. only t minariiy of     TtUtC: 
die  sHaUiAed  finns  uicipaied  btviat     Rml  I 
•nyaoabieobcaimns  needed  capital  bom     OpInlMtllM 
koden.  AlMtHFactHI 

MtalOMI 
rw  Kmml  Cfital  Gf 

Several  characteristics  of  the  overall 
niral  capiial  maifcei  influence  ibe  availa- 
bility of  capital  in  die  niral  pans  of  Idaho. 
First,  Ibe  sute's  rural  areas  are  less 
iivr-^-r  ■>  j^j  ihciefore  much  more 
depcndeol  on  piiraaiy  industries  such  as 
forest  pnxlucts,  a(riculluie  and  mining. 
Sometimes  virtually  Ihe  enlire  economy  is 
lied  to  >ta  one  of  diese  industries.  Also, 
die  namber  of  banks  thai  are  locally- 
owned  la-  are  headquartered  in  die  rural 
areas  diat  diey  serve  has  decreased  widi 
die  advea  of  bank  merfen  and  consol- 
idatioa  Loan  decisions  aflecting  rural 
communities  are  more  frequently  made  at 
die  urban  headquaiten.  often  by  people 
Kith  liiUe  knowledge  of  Ihe  area's  prob- 
lems and  who  have  an  urtwn  penpective. 

Economic  conditions,  in  icnns  of  job 
growth  and  income  levels,  are  less  pios- 
perous  in  rural  Idaho  than  ihey  are  in  uitwn 
areas.    The  lender  survey  demonstrated 
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ihii  may  koden  belic««  the  caodhlaa  of 
the  ccoBoiiy  affeca  dw  dedsiea  10  mka 

came  ban  (be  lunl  aca  when  dw  local 
eoooonea  ■«  DO*  kM(W>>  pace  wilk  te 
lUle't  aAao  ecoooeniaa. 

Uiba  and  rwal  kodcri  were  ytty 
Gon^eMive  inlba  lypaa  of  loac  prnkKta 
ibey  olTerad  to  bnaiaaas  ciulom«n. 
However.  Ite  actaal  nanbcr  of  kNoa  wu 
beavOy  weiflMd  in  fovor  of  the  aban 
leaden.  Allboo|bibeiwnd)CTofnnland 
loboi  b^B  woe  fairly  aveniy  <8»ided 
(nban  49  percctt.  rani  SI  pcrcao),  the 
pcroeolatc  of  ibe  total  munber  of  loan* 
ftlliag  into  eadk  major  VeeOm  ctittfxy 
waa  owowbetaointly  dominaicd  by  ibe 
urtan  knden  CTable  3X  nil  ia  «  kaa 
partially  explained  by  tbe  Bze  of  Ibe  baoki 
in  icna  oT  the  level  of  dieir  depoaita,  and 
the  omnfaer  of  buaineaae*  m  proumily  10 
ibeobMibaiAa.  However,  in  one  Icodint 
area  coutucive  to  diveniTicatiaa,  export 
mde  fioancii^,  loban  leaden  beld  98J 
pcrccn  of  all  loans  made  in  the  lUte. 

Alternative  aoorces  of  busineat  cxpit^ 
such  u  venture  capital  Tinn  and  infonnS 
investor*,  were  not,  in  jenenl,  found  to  bH 
active  in  Idaba  However,  when  uitan  anOT" 
niral  leaden  were  compared,  the  pereeai# 
age  of  niral  lenden  indicating  that  they 
engaged  in  nooiraditional  rmandng  activ- 
ity was  —"'It  v'»"['«i»«i  10  indifaticoi  of 
web  activity  ban  urban  lenden  (Table  4). 

Uiban  busineases  expressed  very  dif- 
fereol  priorities  when  asked  about  the 
facton  which  affected  their  bminctin 
than  <fid  Idaho's  rural  businesses.  Both 
urban  and  run]  nrms  expressed  an  over- 
whelming opinion  thai  Idaho's  quality  of 
life  was  the  most  positive  factor  affecting 
Ihetr  business.  Urban  •"  "tu  then  favored 
the  area's  low  utility  costs  as  next  most 
important  facton  affecting  business.  The 
lowest  rated  factor  affecting  business 
given  by  urban  businesses  were  state  and 
local  tax  leveb  (Table  S).  Rural  busi- 
nesses bad  difTcrent  opinions.  They 
favored  tbe  availability  of  land  and  labor 
as  the  second  and  third  most  importaol 
facton.  The  facton  that  rural  Tinns  said 
had  tie  greatest  negative  impact  on  them 
were  poOT  transportatioa  links  and  the 
availability  (or  lack  of  availability)  of  debt 
fmancing  (Table  6). 

Urban  rums  said  that  their  greatest 
need  for  Tinancing  involved  finding 
moiKy  to  replace  equipment  and  to 
expand  their  markets.  Rural  fimu  agreed 
on  the  need  for  financing  to  replace  equip- 
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omM  tad  AcB  tttd  iay  needed  ihe  leas  10 
icoowtie  «r  cipad  dn  piwl  fecOilici 
(TiUeT).  AaaAvicMkordtelMkef 
antupeapiMl  JDiwtl  veu  it  dm  rail 
-cgioot  ht«c  only  tboel  htlf  of  the 
poceouce  of  tUMip  nnns  (hat  urbtn 
le^iant  dOk 

Th*  li^ftrmwiin  C^ 

The  nrvejr  t*ed  boch  lenden  tnd 
btttiaeatea  qerwif  timed  ti  deter- 
niniat  dw  Ind  cTAeir  knowledge  tboul 
(owenaneal  finnciai  ad  ttsuunoe  pro- 
imBt  tketdjr  in  cattencc  The  lenden 
iadicued  ihH  te  ■on  fiBalitr  tad  ntefnl 
(onn  of  fowanniH  bnBneti  utuunee 
was  hdp  in  *e  deveiopmenl  of  bonnes 
plait  t(  «cB  M  otter  naitieiMM  ttsif- 
UDCC  Other  prefaeucet  tboot  (ov- 
cnaneal  ttawinrr  wen  more  divided 
tkns  ii)uim/biut  Huet.  Urbtn  bmks 
more  duo  Che  nnl  btnki  tended  to  ftvor 
ictetrcfa  tad  developmeni  tssistance  tnd 
lotn-lottieaervB taint.  Theninlbtnks 
ftvored  die  fWthKdmeai  of  rural  leed 
ctpiul  poob  more  dun  did  ibe  urfoin 
lenden  (Tttale  t). 

Regtrdinc  die  fmiliiriiy  of  lenden 
with  govenBDeni  fnancing  program^ 
more  aitta  banks  dm  rural  bmks  Mr 
'inally  ued  gorcmmeni  nntnciS' 
Jgrarat  (Tahie  9).  AAed  tboui  dS; 
rtmiliarily  wift  dieee  financing  progrtji. 
more  iwal  lenden  than  urban  lend«« 
indkaied  ihejr  woe  ■familiar  widi  ath 
of  die  govenunent  fintiKing  progrilB 
listed  (Tabie  10),  except  for  the  SmaO 
Butineu  Adminittrition't  SBA  7^ 
program- 
When  the  turvqr  tskcd  businesses 
which  goveramenl  ttsistince  progranu 
diey  considered  to  be  beaeTiciil  to  dieir 
businesses,  l^g^Jmi|_jairca|ittge  - 
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TaMi  10: 

Parcaniagt  ef  Banks 
UnhmlllarWiOi 
GovtmnMid  Fnancioi 
Piognnt 


ianral  <* 
tretaiaoM«4MtiMMMkdeptfiBaneiiig 
astaiaqpan 

Buslnetaea  hi  Uaho  were  generally 
anftmilitr  with  gowemmcni  progruns 
designed  to  tssist  snail  business.  The 
most  cooHMBljr  facegaited  public 
fintnfJngpwJMiu'waa^  Small  Butimt 
Adminitlratioo'*  SBA  7a  program. 
Beyond  that,  over  half  of  Idaho's  busi- 
nesses were  not  aware  of  any  other  public 
financing  asstsLance  (Table  1 1).  This  lack 
of  information  is  directly  rclaled  to  the  low 
:vel  of  govemmem  linancing  program 
e.  The  matt  aiiiaad  public  program 
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than  mten  buiinrri 

«cn  (iwwB  lo  have  Mad  tha  govcnaneol 
kMBpropaai.  Tliia may  aho lupport die 
coacluioD  that  raral  boiineaaea  an 
hav^  non  dUSeulty  obuminc  ci|ntal 
^mwAatlnBK,  ivnl  bonieaaea  may  be 
tuniiag  to  guvciiuncol  progmnt  when 
mgn  mditiaaal  aooicea  of  finanring  an 
imavalable. 

The  BfonmtioD  gathered  tram  Idaho's 
twikcn  and  buiinftin  offer  aome  istcr- 
f^m  GCichiaioos  about  the  availabiHiy 
of  coital  for  bonaeaa  powih  and  dlvcni- 
ficaiiaa.  Eflbiuve  now  bemg  prepared  lo 
iu»iatnair  ifae  capital  iff  found  in  the 
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Ako.  we  aeadio  uncover  icgardiiig  the  ^ 
ability  of  young,  man  finnf  to  find  the , 
needed  capital  to  begin  a  new  busines. 
An  examination  ii  iseded  of  the  experi- 
ence of  vBioui  lutea  in  filling  capital 
market  gaps  using  public  inoeotives  and 
Ttaomou.  Tlte  capital  gap  in  rural  aieaa 
also  lequiica  attention.  Since  capital  flows 
toward  ibe  greatest  return  arc  Iberc  wiys 
of  cnhaiKing  martet  incenlivca  in  order  to 
encourage  the  inveatmeal  of  capital  in 
lonl  ecooomiea?  Ttaeae  issues  must  be 
»'fctw<a  if  rural  economies  arc  to  com- 
pete for  capital  as  well  as  labor,  and,  in  turn 
iciain  their  economic  viability. 
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STATEMENT  OF 

6.  TILL  PHILLIPS 

ACTING  REGIONAL  ADMINISTRATOR 

REGION  VI  -  DALLAS,  TEXAS 

U.S.  SMALL  BUSINESS  ADMINISTRATION 

BEFORE  THE  COMMITTEE  ON  SMALL  BUSINESS; 

SUBCOMMITTEE  ON  PROCUREMENT,  TAXATION  &  TOURISM 

UNITED  STATES  ROUSE  OF  REPRESENTATIVES 

ALEXANDRIA,  LOUISIANA 

JULY  19,  1993 

MR.  CHAIRMAN  AND  MEMBERS  OF  THE  SUBCOMMITTEE: 

GOOD  MORNING  AND  THANK  YOU  FOR  THE  INVITATION  TO  BE  HERE  WITH  YOU 
TODAY  AND  THE  OPPORTUNITY  TO  DISCUSS  TOURISM  AND  OTHER  ECONOMIC 
DEVELOPMENT  IN  RURAL  AREAS. 

IN  ALL  OF  MY  CONVERSATIONS  WITH  SBA  AWJINISTRATOR  ERSKINE  BOWLES, 
I  HAVE  COME  AWAY  WITH  A  CONVICTION  THAT  HE  IS  A  FRIEND  OF  RURAL 
AMERICA  BECAUSE  OF  HIS  FAMILY  AND  PROFESSIONAL  BACKGROUND.  SPEAKING 
FOR  MYSELF,  I  AM  PLEASED  ABOUT  THIS  BECAUSE  SO  MUCH  OF  MY  OWN 
BACKGROUND  ADMITTEDLY  BIASES  ME  IN  THE  DIRECTION  OF  SMALL  TOWN, 
RURAL  AMERICA.  IT  IS  A  GOOD  FEELING  TO  BE  ABLE  TO  TALK  ABOUT  SUCH 
ISSUES  WITHOUT  HAVING  TO  FIRST  EXPLAIN  OR  JUSTIFY  THEM.  FOR  THE 
VERY  SANE  REASONS,  IT  WILL  BE  A  PLEASURE  THIS  MORNING  TO  COVER  THIS 
SUBJECT  WITH  THIS  COMMITTEE  AND  THE  PANELS. 
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FIRST,  By  WAY  OP  GENERAL  BACKGROUND,  I  WILL  COVER  THE  SBA  NATIONAL 

SCOPE  OF  ACTIVITIES  AND  INVOLVEMENT SECONDLY,  THE  REGION  VI 

FLAVOR,  AS  IT  WERE AND  FINALLY,  SOME  THOUGHTS  ON  HOW  WE  CAN 

FOCUS  EXISTING  SBA  RESOURCES  ON  THIS  TASK  IN  LOUISIANA. 

WE  DO  NOT  KNOW  EXACTLY  WHAT  TOURISM  RELATED  INDUSTRIES  SPEND 
DIRECTLY  ON  TOURISM  BECAUSE  THE  STANDARD  INDUSTRIAL  CLASSIFICATION 
CODE  SYSTEM  IS  NOT  REFINED  TO  THAT  LEVEL  AND  THERE  ARE  NO  SURVEYS 
WHICH  BREAK  OUT  THIS  INFORMATION  FOR  SMALL  BUSINESS.  THIS  IS  AN 
AREA  THE  AGENCY  COULD  RESEARCH  FURTHER.  NONETHELESS,  SBA  CONSIDERS 
TOURISM  AS  AN  OPPORTUNITY  FOR  SMALL  BUSINESS.  WE  WORK  WITH  TOURISM- 
RELATED  BUSINESSES  THROUGH  OUR  REGULAR  PROGRAMS  AND  COORDINATE  WITH 
OTHERS  TO  PROMOTE  SMALL  BUSINESS  TOURISM  DEVELOPMENT.  THE  FOCAL ' 
POINT  IN  THE  SBA  IS  THE  OFFICE  OP  RURAL  AFFAIRS  AND  ECONOMIC 
DEVELOPMENT  WHICH  WAS  ESTABLISHED  IN  1991.  ONE  OF  THIS  OFFICE'S 
RESPONSIBILITIES  IS  TO  COORDINATE  WITH  OTHER  FEDERAL  AGENCIES  ON 
RURAL  ECONOMIC  DEVELOPMENT.  IT  MAINTAINS  LIAISON  WITH  THE  UNITED 
STATES  TRAVEL  AND  TOURISM  ADMINISTRATION  AND  NUMEROUS  OTHER 
AGENCIES  TO  ASSIST  SMALL  BUSINESSES  IN  RURAL  AREAS  WITH  TOURISM 
PROMOTION  AND  DEVELOPMENT.  SPEAKING  FROM  A  REGIONAL  PERSPECTIVE, 
I  HAVE  POUND  THIS  OFFICE  EXTREMELY  HELPFUL  AND  RESPONSIVE  IN  THESE 
MATTERS. 

ENCLOSED  WITH  MY  WRITTEN  STATEMENT  IS  A  LISTING  OF  SBA  TRAVEL  AND 
TOURISM  LOAN  ACTIVITY  GOING  BACK  TO  FY  1986  AND  ON  THROUGH  THE 
FIRST  QUARTER  OF  THIS  FISCAL  YEAR.  IF  YOU  LOOK  AT  THE  FULL  7  YEARS 
OF  DATA  (EXCLUDING  THE  INCOMPLETE  1993  DATA) ,  IT  CLEARLY  SHOWS  THAT 
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SUCH  LOANS  HAVE  INCREASED  SIGNIFICANTLY  SINCE  PY  1990,  INDICATING 
AN  OVERALL  HEIGHTENED  ACTIVITY  IN  THIS  INDUSTRY.  MORE  IMPORTANTLY, 
THE  PAST  7  YEARS,  THE  RURAL  TRAVEL  AND  TOURISM  LENDING  HAS  MORE 
THAN  DOUBLED  IN  THE  NUMBER  OF  LOANS  WHILE  THE  DOLLAR  AMOUNT  HAS 
NEARLY  QUADRUPLED.  I  BELIEVE  THIS  CLEARLY  SHOWS  THE  MARKET  TREND, 
AND  WITH  THE  PROPER  ASSISTANCE  AND  SUPPORT,  WE  SHOULD  BE  REASONABLY 
CONPIDENT  THAT  WE  CAN  REINFORCE  IT.  WE  WOULD  BE  WORKING  WITH  WHAT 
IS  ALREADY  A  VERY  POSITIVE  MOMENTUM. 

SBA  PARTICIPATES  AS  A  MEMBER  IN  THE  NATIONAL  INITIATIVE  ON  RURAL 
AMERICA  TO  FOCUS  ON  HOW  ALL  FEDERAL  AGENCIES  CAN  WORK  WITH  STATE 
RURAL  DEVELOPMENT  COUNCILS  TO  EMPHASIZE  TOURISM  AS  A  DEVELOPMENT 
TOOL.  AS  YOU  ARE  AWARE,  MR.  CHAIRMAN,  THE  SBA  CENTRAL  OFFICE  STAFF 
RECENTLY  BRIEFED  YOUR  STAFF  COUNSEL  ON  TOURISM  AND  BARRIERS  TO 
TOURISM  DEVELOPMENT.  WE  ARE  PLEASED,  ALSO,  TO  KNOW  THAT  CONGRESS 
IS  WORKING  ON  AUTHORIZATION  TO  HOLD  A  WHITE  HOUSE  CONFERENCE  ON 
TOURISM.  WE  HOPE  THAT  THIS  HEARING  WILL  PROVIDE  IDEAS  FOR  THE  LIST 
OF  PROJECTS  BEING  CONSIDERED  BY  THE  CONGRESSIONAL  CAUCUS  ON  TOURISM 
AND  THE  FEDERAL  RURAL  TOURISM  TASK  FORCE  IN  WHICH  SBA,  OUR  LENDING 
PARTNERS,  AND  OUR  FUNDED  RESOURCES  —  SERVICE  CORPS  OF  RETIRED 
EXECUTIVES  (SCORE)  ,  SMALL  BUSINESS  INSTITUTES  (SBI)  ,  SMALL  BUSINESS 
DEVELOPMENT  CENTERS  (SBDC)  —  CAN  PARTICIPATE. 

AND,  FINALLY,  ON  THE  NATIONAL  SCHEME  OF  THINGS,  THE  SBA  SIGNED  A 
MEMORANDUM  OF  XJNDERSTANDING  IN  JUNE  OF  lAST  YEAR  WITH  THE  U.S. 
DEPARTMENT  OF  AGRICULTURE  IN  SUPPORT  OF  THE  PRESIDENT'S  INITIATIVE 
FOR  RURAL  DEVELOPMENT  (NOW  CALLED  THE  NATIONAL  INITIATIVE   ON  RURAL 
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AMERICA) , WHICH  INVOLVES  18  FEDERAL  DEPARTMENTS  AND  AGENCIES,  STATE 
AND  LOCAL  GOVERNMENTS,  NATIVE  AMERICAN  TRIBAL  COUNCILS,  TRADE 
ASSOCIATIONS,  PUBLIC  INTEREST  GROUPS,  ACAOEMIA  AND  THE  PRIVATE 
SECTOR.  RURAL  TOURISM  PROMOTION  IS  AN  INTEGRAL  COMPONENT  OF  THIS 
EFFORT. 

TO  IMPART  MORE  OF  A  SOUTHWEST  REGIONAL  FLAVOR  TO  MY  COMMENTS,  THERE 
ARE  A  NUMBER  OF  RURAL  INITIATIVES  I  WOULD  LIKE  TO  TELL  YOU  ABOUT 
EVEN  THOUGH  THEY  ARE  NOT  RELATED  SOLELY  TO  TOURISM  OR  ONLY  IN 
LOUISIANA. 

O  ECONOMIC  DEVELOPMENT  STUDIES  BY  SBI  SCHOOLS OVER  THE  LAST 

2  YEARS,  OUR  SBI  SCHOOLS  HAVE  COMPLETED  APPROXIMATELY  15  ' 
ECONOMIC  DEVELOPMENT  STUDIES  IN  RURAL  AREAS.   BEFORE  THAT, 
THIS  TYPE  OF  ACTIVITY  WAS  NOT  AUTHORIZED.  ONE  OF  THESE  WAS 
COMPLETED  BY  NORTHWEST  STATE  UNIVERSITY  HERE  IN  LOUISIANA.  I 
BELIEVE  THIS  LEVEL  OF  ACTIVITY  CAN  BE  INCREASED  AND  I  WILL 
ADDRESS  THAT  IN  MORE  DETAIL  WHEN  WE  TALK  ABOUT  LOUISIANA 
RESOURCES  SPECIFICALLY. 

e  LOUISIANA 

THE  SBA  DISTRICT  OFFICE,  SINCE  THE  BEGINNING  OF  THIS  FISCAL 
YEAR,  HAS  BEEN  INVOLVED  DIRECTLY  IN  16  DIFFERENT  RURAL  EVENTS. 
THE  SBDC  REPORT  DESCRIBES  MORE  THAN  17  MAJOR  EFFORTS  IN  RURAL 
DEVELOPMENT  AND  IS  PART  OF  A  BRIEFING  BOOK  AVAILABLE  FROM  THE 
SBA  DISTRICT  OFFICE  ("STATE  INITIATIVES  ON  RURAL  LOUISIANA"). 
HERE  ARE  A  PEW  EXCERPTS.   NORTHEAST  LOUISIANA  SBDC  DIRECTOR, 
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DR.  PAUL  DUNK,  IS  INVOLVED  IN  THE  DELTA  PILOT  HHICH  WILL 
EMPHASIZE  MINORITV  AND  RURAL  ECONOMIC  DEVELOPMENT.  NICHOLLS 
STATE  UNIVERSITY  SBDC  OBTAINED  A  GRANT  WITH  KISATCHIE  NATIONAL 
FOREST  FOR  A  DRIVING  TOUR  BROCHURE  WHICH  COVERS  THE  CANE  RIVER 
PLANTATION  COUNTRV.  THEY  ALSO  MAINTAIN  A  SOLID  WORKING 
RELATIONSHIP  WITH  14  LOCAL  AND  REGIONAL  ECONOMIC  DEVELOPMENT 
GROUPS.  THE  SOUTHEASTERN  LOUISIANA  SBDC  JOINS  SCORE  ON  A 
JOINT  CIRCUIT  RIDING  PROGRAM  IN  FOUR  OUTLYING  RURAL 
COMMUNITIES.  THE  LOUISIANA  SBDC  AND  THE  SBA  DISTRICT  OFFICE 
ARE  MEMBERS  OF  THE  LOUISIANA  INDUSTRIAL  DEVELOPMENT  EXECUTIVES 
ASSOCIATION.  IN  EACH  QUARTER  FOR  THE  PAST  4  YEARS,  THEY  HAVE 
CONDUCTED  TRAINING  ON  RURAL  ECONOMIC  DEVELOPMENT  AND  RECENTLY 
VOTED  TO  CONTINUE  THIS  ACTIVITY  ON  A  SEMIANNUAL  BASIS.  IN 
ADDITION,  THE  SBDC  AND  SBA  ARE  ACTIVE  MBfBERS  OF  THE  LOUISIANA 
STATE  RURAL  ECONOMIC  DEVELOPMENT  COUNCIL  WHICH  INCLUDES 
FEDERAL  AND  LOCAL  GOVERNMENT  MEMBERS  ALONG  WITH  LOCAL  ECONOMIC 
DEVELOPMENT  ENTITIES.  THEIR  ROLE  IS  TO  DEVELOP  AND  IMPLEMENT 
A  RURAL  DEVELOPMENT  STRATEGIC  PLAN.  THE  NOTEBOOK  AND  THE  LIST 
OF  PARTICIPANTS  IN  THESE  ORGANIZATIONS  IS  BEING  SENT  UNDER 
SEPARATE  COVER  TO  THE  COMMITTEE. 

e  SBDC  RURAL  INITIATIVES 

IN  ARKANSAS  THE  SBDC,  WORKING  WITH  A  CONSORTIUM  OF  OTHER 
ORGANIZATIONS,  HELPED  THE  TOWNS  OF  WEST  HELENA  AND  HELENA 
SUCCESSFULLY  ESTABLISH  A  MARKETPLACE  AT  THE  PORT  OF  HELENA. 
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THIS,  IN  TUKK,  ATTRACTED  TWO  TOURIST  STEAMBOATS  TO  MAK£ 
BZGDLAR  STOPS  WITH  ENOUGH  BUSINESS  TO  KEEP  THE  MARKETPLACE 
OPEN  AND  THRIVING  DAILY. 

THE  WEST  TEXAS  SBDC  IN  LUBBOCK  HAS  A  FOUR-PAGE  LISTING  OF 
PROJECTS;  SOME  EXCERPTS:  WEST  TEXAS  ALLIANCE  (FOUR 
COMMUNITIES)  CREATED  THE  ASSOCIATION  OF  ORGANIC  COTTON  GROWERS 
CONFERENCE,  ATTRACTING  WORLDWIDE  ATTENTION.  OVER  20  FOREIGN 
COUNTRIES  AND  15  STATES  ATTENDED  THE  CONFERENCE. 

THE  PANHANDLE  SBDC  HELPED  BORGER,  TEXAS  CREATE  A  RURAL  SHALL 
BUSINESS  INCUBATOR.  THE  BIG  COUNTRY  COMMUNITY  DEVELOPMENT 
FEASIBILITY  STUDY  ON  OSTRICH  FARMING  AND  A  SLAUGHTER 
PROCESSING  PLANT  WAS  CONDUCTED  BY  THE  SBDC.  WINTERS,  TEXAS 
TURNED  TO  THE  SBDC  TO  ASSIST  IN  OBTAINING  A  LOAN  TO  BUY  OUT  A 
SEED  COMPANY  WHICH  IN  THIS  TOWN  OF  3000  MEANT  RETAINING  25  TO 
27  JOBS. 

THE  PARIS,  TEXAS  SBDC  IS  WORKING  WITH  FIVE  RURAL  COUNTIES  TO 
ATTRACT  OUT-OF-TOWN  SHOPPERS  AND  TOURISTS  WITH  BED  & 
BREAKFAST,  HISTORICAL  AND  CULTXniAL  ATTRACTIONS  AMD  ANNUAL 
EVENTS. 

THE  TEXAS  DEPAROUENT  OF  AGRICULTURE,  A&M  UNIVERSITY  AND  THE 
DALLAS  SBDC  ARE  INVOLVED  IN  DEVELOPING  ACTIVITIES  RELATED  TO 
ADDED  VALUE  FOR  FOOD  PRODUCERS,  PROCESSORS  AMD  MANIJFACTURERS . 
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THE  UNIVERSITY  OF  HOUSTON  SBDC  (AT  VICTORIA)  IS  INVOLVED  WITH 
THE  WHARTON  COUNTY  ELECTRIC  COOPERATIVE  AND  THE  EL  CAMPO 
CHAMBER  OF  COMMERCE  &  AGRICULTURE  TO  OPERATE  THE  COASTAL 
PLAINS  AGRI-BUSINESS  INCUBATOR.  THEY  HAVE  LISTED  PRODUCTS  AND 
PROJECTS  FROM  ALLIGATORS  TO  WATER  BUFFALO,  FROM  BULLFROGS  TO 
SHIITAKE  MUSHROOMS. 

AND,  FINALLY,  THE  SAN  ANTONIO  SBDC  HAS  A  RURAL  CIRCUIT  RIDE 
PROGRAM  WHICH  REACHES  15  RURAL  COMMUNITIES,  SPENDING  AS  MANY 
AS  4  DAYS  EACH  MONTH  IN  SOME  OF  THE  COMMUNITIES. 

e  NEW  MEXICO 

IN  COLLABORATION  WITH  THE  STATE  GOVERNOR  OF  NEW  MEXICO  ROTARY 
CLUBS,  THE  SBA  ADVISORY  COUNCIL,  THE  STATEWIDE  SBA  CERTIFIED 
DEVELOPMENT  COMPANY,  THE  SBDC  AND  SCORE,  THE  SBA  DISTRICT 
OFFICE  IS  BRINGING  ECONOMIC  AND  BUSINESS  DEVELOPMENT 
INFORMATION  TO  THE  RURAL  AREAS  OF  THE  STATE.  COMPLEMENTING 
THIS  EFFORT,  THE  KELLOGG  FOUNDATION,  THE  NEW  MEXICO  EXTENSION 
SERVICE  AND  THE  SBA  ARE  REACHING  OUT  TO  THE  SEVEN  NORTHERN 
COUNTIES  OF  NEW  MEXICO. 

e  OKLAHOMA 

BOTH  SCORE  AND  THE  SBDC  IN  OKLAHOMA  HAVE  A  DISTINCTIVE  RURAL 
FOCUS.  EACH  MONTH  OVER  100  RURAL  COMMUNITIES  ARE  CONTACTED 
AMD  VISITED.  SCORE,  WITH  SBDC  SUPPORT,  HAS  DEVELOPED  AN 
"ADOPT-A-COMMUNITY"  PROGRAM  TO  TARGET  CMOCUNITIES  OF  1500  TO 
7500       WITHIN  A  50  NILE  RADIUS  OF  TULSA.  THEY  WORK  WITH  THE 
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KEY  BUSINESS  AND  COMMDNITY  LEADERS  TO  ASSESS  THE  COMMUNITY S 
STRENGTHS  AND  WEAKNESSES  AND  RECOMMEND  STEPS  TO  REVITALIZE 
THEIR  LOCAL  ECONOMY. 

e  TEXAS 

TBAinCS  TO  THE  LEADERSHIP  OF  GOVERNOR  ANN  RICHARDS,  THE  TEXAS 
ACRICULTtJRAL  FINANCING  AUTHORITY  (TAFA)  WAS  CREATED  TO  BOOST 
RURAL  DEVELOPMENT.  THE  SBA  REGIONAL  OFFICE  DEVELOPED,  IN 
TURN,  AN  AGREEMENT  WITH  THE  STATE  TO  WRAP  OUR  GUARANTEE  LOAN 
PROGRAM  AROUND  THEIRS  TO  PROVIDE  OPERATING  CAPITAL  TO  RURAL 
CLIENTS  WHO  HAVE  A  TAFA  LOAN  FOR  LAND,  BUILDING  AND  EQUIPMENT. 
PRIOR  TO  THE  TAFA  ARRANGEMENT,  A  STATEWIDE  SBA  CERTIFIED 
DEVELOPMENT  COMPANY  WAS  FORMED  BY  THE  TEXAS  DEPARTMENT  OF 
COMMERCE,  UNDER  THE  EXECUTIVE  DIRECTION  OF  MS.  KATHY  BONNER, 
IN  ORDER  TO  COVER  THOSE  RURAL  SECTIONS  OP  THE  STATE  WHICH  HAD 
NO  ACCESS  TO  ECONOMIC  DEVELOPMENT  FINANCING. 

0MB  OF  THE  MOST  IMPRESSIVE  EXAMPLES  OP  RURAL  ECONOMIC 
DEVELOPMENT  IN  OUR  REGION,  SO  FAR,  SHOWS  WHAT  IT  TAKES  TO  BE 
SUCCESSFUL  IN  MOST  RURAL  DEVELOPMENT  PROJECTS,  NAMELY: 
FEDERAL,  STATE  AND  LOCAL  GOVERNMENT  AGENCIES  WORKING  TOGETHER, 
AND  IN  CONJUNCTION  WITH  THE  PRIVATE  SECTOR.  IN  THE  SMALL, 
WEST  TEXAS  TOWN  OF  PETERSBURG  (POPULATION  1300),  DUE  TO  DPS  AND 
DOWNS  OF  COTTON  CROPS,  MANY  GINS  HAVE  GONE  OUT  OF  BUSINESS.  IN 
PETERSBURG,  THE  CITY  MANAGER,  THE  SOUTH  PLAINS  ASSOCIATION  OF 
GOVERNMENTS,  THE  AMERICAN  BANK  OF  NEARBY  WOLFORTH,  THE  HALE 
COUNTY  COMMISSIONERS  COURT,  THE  U.S.  ECONOMIC  DEVELOPMENT 
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ADMZHISTRATION  AND  THE  U.S.  FARMERS  HOME  ADMINISTRATION  ALL 
MADE  IT  POSSIBLE  TO  CONVERT  THE  GIN  INTO  A  SUNFLOWER  SEED 
FACILITY  FOR  CLEANING,  BAGGING  AND  SHIPPING.  A  TOTAL  PACKAGE 
OF  $1,248,000  PROVIDED  A  SEASONAL  LINE  OF  CREDIT  AND  A  LOAN 
FOR  LAND,  BUILDING,  MACHINERY  AND  EQUIPMENT.  AN  IMPORTANT 
PROPERTY  WENT  BACK  ON  THE  TAX  ROLLS;  23  FULL-TIME  JOBS  WERE 
CREATED  IN  THIS  SMALL  RURAL  COMMUNITY;  THE  SURROUNDING  AREA 
FURTHER  STABILIZED  WITH  AN  ADDITIONAL  AGRICULTURAL  MARKET  FOR 
LOCAL  FARMERS;  AND,  FINALLY,  AN  EXPORT  MARKET  TO  SPAIN, 
MEXICO,  TURKEY,  TAIWAN  AND  ITALY  WAS  CREATED. 

AT  THE  BEGINNING,  I  STATED  MY  RURAL  BACKGROUND  AND  BIAS  WHICH 
IS  BY  WAY  OF  STATING  MY  PERSONAL  AND  FAMILY  HISTORY.  ON  THE 
CAREER  AND  PROFESSIONAL  SIDE,  MY  COMMITMENTS  ARE  JUST  AS 
STRONG.  I  AM  CURRENTLY  SERVING  AS  AN  OFFICER  ON  THE  TEXAS 
STATE  RURAL  DEVELOPMENT  COUNCIL  AND  A  VOTING  MEMBER  OF  THE 
FOOD  AND  AGRICULTURE  COMMITTEE  (FAC) .  I  MENTION  THIS  ONLY  TO 
INDICATE  THAT  RURAL  DEVELOPMENT  DOES  NOT  HAPPEN  WITHOUT  THE 
INTERPLAY  OF  AGENCIES  AND  THE  PERSONAL  COMMITMENT  AND 
INVOLVEMENT  OF  FEDERAL,  STATE  AND  LOCAL  INDIVIDUALS.  ONLY  BY 
WORKING  TOGETHER  WILL  THE  NEEDED  WORK  GET  DONE. 

WHILE  THIS  IS  NOT  AN  EXHAUSTIVE  LIST,  I  BELIEVE  IT  INDICATES  THE 
COMMITMENT  AND  INTENT  OF  THIS  REGION  TO  HAVE  A  VIABLE  RURAL 
DEVELOPMENT  OUTREACH  PROGRAM. 
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AS  TO  WHXT  CAN  BE  DONE  FURTHER  IN  LOUISIANA,  I  BELIEVE  THERE  IS  A 
UNIQUE  OPPORTUNITY  TO  DESIGN  A  RURAL  DEVELOPMENT  STUDY  FOR 
LOUISIANA  WHETHER  STATEWIDE  OR,  INSTEAD,  LIMITED  TO  A  DESIGNATED 
LOCATION  SUCH  AS  ALEXANDRIA  AND  THE  INHEDIATE  SURROUNDING  AREA.  IT 
WOULD  REQUIRE  THAT  A  CONSORTIUM  OF  8BI  SCHOOLS  BE  INVOLVED,  IN 
PART,  WITH  APPLICATION  FOR  GRANTS  FROM  THE  DEPARTMENT  OF  DEFENSE 
(DOD)  TO  EVALUATE  THE  RAMIFICATIONS  OF  DEFENSE  DOWNSIZING  AND,  IN 
PART,  WITH  COMMUNITY  ASSESSMENTS  AS  KEY  ELEMENTS  OF  ECONOMIC 
DEVELOPMENT  STUDIES.  I  HAVE  ALREADY  TALKED  TO  THE  FORMER  PRESIDENT 
OF  THE  SMALL  BUSINESS  INSTITUTE  DIRECTORS  ASSOCIATION  (SBIDA) ,  MS. 
CWEN  FONTENOT,  ABOUT  APPLYING  FOR  THE  DOD  GRANTS.  THAT  PROCESS  IS 
MOST  LIKELY  A  LONGER-TERM  PROJECT,  WHEN  COMPARED  TO  WHAT  WE  CAN  DO 
WITH  FY  94  FUNDING  FOR  THE  11  LOUISIANA  SBI  SCHOOLS  (LISTING 
ATTACHED)  .  THE  LATTER  IS  WHAT  I  WOULD  SUGGEST  WE  PURSUE  NOW.  VERY 
SIMPLY,  EACH  SCHOOL  WOULD  RECEIVE  AN  ALLOTMENT  OF  CASES  INTENDED 
FOR  ON£-ON>ONE  ASSISTANCE  TO  A  SMALL  BUSINESS.  SOME  OF  THOSE  CASES 
COULD  BE  USED  FOR  RURAL  ECONOMIC  DEVELOPMENT  PURPOSES.  WHAT  WOULD 
BE  REQUIRED  IS  FOR  THE  DISTRICT  OFFICE  TO  CALL  A  MEETING  OF  THE  SBI 
DIRECTORS  AND  REACH  AN  AGREEMENT  ON  WHICH  SCHOOL  WOULD  BE 
DESIGNATED  TO  DESIGN  THE  STUDY,  INCLUDING  BREAKOUT  OF  ASSIGNMENTS 
TO  OTHER  SCHOOLS,  TAKING  INTO  ACCOUNT  THEIR  LOCATIONS  AND  PROXIMITY 
TO  THE  C(»<MUNITIES  INVOLVED.  THE  SCOPE  OF  THE  STUDY,  AS  I 
MENTIONED,  COULD  BE  ON  A  VERY  NARROW  AREA  OR  ENCOMPASS  A  BROADER 
GEOGRAPHY.  EACH  SCHOOL  THEN  WOULD  BE  AUTHORIZED  TO  RECEIVE  PAYMENT 
rSVOH  THE  SBA  FOR  THEIR  PORTION  OP  THE  WORK.  THIS  WOULD  BE  A  FIRST 
IK  OUR  REGION  AND  IS  CERTAINLY  A  FEASIBLE  PROJECT. 
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FOR  ONE-ON-ONE  COUNSELING  WITH  SMALL  BUSINESSES  INVOLVED  IN 

I 
TOURISM,  LOUISIANA  HAS  203  SCORE  MEMBERS  WHO  VOLUNTEER  THEIR  TIME 

AND  CAN  BE  REACHED  THROUGH  THEIR  CHAPTERS  THROUGHOUT  THE  STATE 

(LISTING  ATTACHED) . 

AMD,  FINALLY,  AS  THE  LEAD  CENTER  DIRECTOR  OF  THE  LOUISIANA  SBDC, 
DR.  JOHN  BAKER  IS  A  STRONG  ALLY  AND  ADVOCATE  OF  SMALL  BUSINESS  IN 
LOUISIANA.  HE  DIRECTS  A  STATEWIDE  NETWORK  OF  16  SITES  (LISTING 
ATTACHED).  NORMALLY,  A  SPECIAL  STUDY  ON  TOURISM  COULD  BE  PROPOSED 
AND  FUNDED.  LEVEL  BUDGET  FUNDING  FOR  THE  SBDC  THIS  YEAR  PRECLUDES 
THIS  APPROACH.  HOWEVER,  IP  THERE  ARE  CERTAIN  WORKLOADS  OUTLINED  IN 
THE  COOPERATIVE  AGREEMENT  FOR  FY  1994  WHICH  DISTRICT  DIRECTOR  ABBY 
CARTER  AND  DR.  BAKER  AGREED  COULD  BE  DEFERRED  IN  FAVOR  OF  A  SPECIAL 
PROJECT,  THE  SCOPE  OF  WORK  COULD  BE  CHANGED  TO  REFLECT  THIS  WITHOUT 
AN  INCREASE  IN  THE  LEVEL  OF  FUNDING.  THIS  IS  SOMETHING  THAT  CAN  BE 
EXPLORED  ON  A  LOCAL  BASIS,  AS  OPPOSED  TO  SEEKING  FURTHER 
AUTHORIZATION  OR  APPROPRIATION. 

IN  THE  MEANTIME,  THE  SBDC  IS  AVAILABLE  TO  COUNSEL  AND  TRAIN  ANY 
SMALL  BUSINESS  IN  LOUISIANA  WHICH,  OF  COURSE,  INCLUDES  THOSE 
INVOLVED  IN  RURAL  TRAVEL  AND  TOURISM. 

I  MENTIONED  AT  THE  BEGINNING  THE  FINANCIAL  ACTIVITY  OF  SBA  IN 
TOURISM  AND  TRAVEL  BUSINESSES.  HERE  IN  LOUISIANA  THERE  ARE  SIX 
CERTIFIED  DEVELOPMENT  COMPANIES  (LISTING  ATTACHED)  WHOSE  CHARTER  OF 
ACTIVITY  CERTAINLY  INCLUDES  RURAL  ECONOMIC  DEVELOPMENT  LOANS. 
ALTHOUGH  NONE  OF  THEM  HAVE  BEEN  INVOLVED  IN  THE  TYPE  OF  PROJECT 
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SIMILAR  TO  THE  WEST  TEXAS  SUNFLOWER  COMPANY,  THEY  ALL  HAVE  THE 
FLEXIBILITY  TO  DO  SO.  THAT  IS  KOT  TO  SAY  THERE  HAS  BEEN  NO  RURAL 
LOAN  ACTIVITY  IN  LOUISIANA.  QUITE  THE  CONTRARY.  SINCE  1990,  THE 
NUMBER  OF  LOANS  IN  THE  RURAL  AREAS  HAVE  MORE  THAN  DOUBLED,  GOING 
FROM  41  TO  95  SO  FAR  THIS  FISCAL  YEAR. 

MR.  CHAIRMAN,  I  BELIEVE  THAT  THERE  IS  CERTAINLY  NO  LACK  OF 
DEDICATION  ON  THE  PART  OF  SBA  AND  OUR  RESOURCE  PARTNERS  TO  THE 
MISSION  OF  RURAL  DEVELOPMENT.  IN  FACT,  I  BELIEVE  THERE  IS  MUCH 
MORE  GOING  ON  THAN  WE  REALIZE  OR  CAN  CAPTURE  AT  ONE  TIME.  I 
BELIEVE  OUR  CHALLENGE  IS  TO  PUSH  THE  COMMUNICATION  AND  EXCHANGE  OF 
INFORMATION  TO  ALLOW  THE  COMMUNITY  LEADERS  TO  BE  MORE  AWARE,  THAN 
PERHAPS  THEY  ARE,  OF  WHAT  OTHERS  ARE  DOING.  THIS  WILL  ALLOW  THEM 
TO  FIND  AND  PICK  THE  PROJECTS  THAT  ARE  FITTED  TO  THEIR  COMMUNITIES, 
RATHER  THAN  BELIEVING  THEY  ARE  ALONE  OR  THAT  THERE  IS  NO  EXPERIENCE 
THEY  CAN  DRAW  ON. 

THANK  YOU  AGAIN  FOR  THE  INVITATION  TO  THIS  HEARING  AND  I  hSSVRE  YOU 
WE  ARE  READY  TO  HELP  IN  ANY  WAY  WE  CAN. 


ATTACHMENTS  SECTION: 

o  5BI  SCHOOLS  LISTING 

O  SCORE  CHAPTERS  LISTING 

O  8BDC  SUBCENTERS  LISTING 

O  CERTIFIED  DEVELOPMENT  COMPANIES  LISTING 
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LOUISIANA  SMALL  BUSINESS  INSTITUTES 

College  of  Business  Administration  Or.  Charlie  D'Agaostino 
Louisiana  State  Univ/Baton  Rouge   504/384-5555 
College  of  Business  Administration 
Baton  Rouge,  LA  70803 

Louisiana  state  Univ/Shreveport    Charlotte  Nordyke 
College  of  Business  Administration  318/797-5144 
8515  Vouree  Drive 
Shreveport,  LA  71105 


Louisiana  Tech  University 
College  of  Business 
Box  10318  Tech  Station 
RviStin,  LA  71272 

Loyola  University 

Dept.  Management  &  Marketing 

P.O.  Box  78 

New  Orleans,  LA  70118 

McNeese  State  University 
Dept.  Management  &  Marketing 
P.O.  Box  90508 
Lake  Charles,  LA  70601 


Mr.  Art  Gilbert 
318/257-3537 


Dr.  Ronald  Scbroeder 
504/865-2788 

Paul  Arnold 
318/475-5529 


Northeast  Louisiana  University     Or.  Paul  Dunn 
Management  t   Marketing  318/342-1224 

College  of  Business  Administration 
ADM  2-104 
Monroe,  LA  71209 

Northwestern  State  University     Mary  Lynn  Wllkerson 
College  of  Business  Administration  318/357-5161 
Natcsbitoches,  LA  71457 

Southeastern  Louisiana  University  Or.  Joseph  Miller 
Maiuigement  4  Marketing  504/549-3831 

College  of  Business  Administration 
P.O.  Box  522-Univ  Station 

HaOBOnd,  LA  70401 

University  of  New  Orleans         William  P.  Galle,  Jr. 
College  of  Business  Administration  504/286-6481 
Lake  Front  Campus 
New  Orleans,  LA  70148 


The  University  of  SH  LA 
Marketing  Department 
College  of  Business  Administration 
P.O.  Box  4-3490  WSL  Station 
Lafayette,  LA  70504 


Dr.  Robert  Franz 
318/231-6348 
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Xaviar  Cnivarsity  Dr.  Charles  Chelnra 

Dttpt  of  Managenent  &  Marketing     504/483-7675 
7325  Palnetto 
New  Orleans,  XA  70125 
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LOUISIAKA  CHAPTERS 
SERVICE  CORPS  OP  RETIRED  EXEOJTIVES  (SCORE) 


PTSTRICT  MANAGER 

Harvey  Broussard,  D/Mgr. 


SCORE  CHAIRPERSOM 
CHXPTER  *  &  LOCATIOW 

Art  Landry      Chp  141 


Satellite  of  Baton  Rouge 
Hanunond  SCORE  Chapter 
Donald  Janes 


B.  J.  Landry  Chp  302 


Charles  Thomas      213 


Chamber  of  Connerce 
804  East  St.  Mary's  Blvd. 
Lafayette,  LA  70505 
318/233-2705 


Baton  Rouge  Chamber  of  Commerce 
564  Laurel  Street 
Baton  Rouge,  LA  70821 
504/275-2119 

Hjusmond  Chamber  of  Commerce 
P.O.  Box  1458 
H2unmond,  LA  70404 
504/345-4457 

Lafayette  Chamber  of  Commerce 
804  East  St.  Mary  Blvd. 
Lafayettee,  LA  70505 
Office:  318/233-2705 

Lake  Charles  Chamber  of  Commerce 
900  N.  LaXeshore  Drive 
Lake  Charles,  LA  70601 
318/433-3632 


Marion  Lake         044 


Robert  Mogg  Chp. 279 


Slldell  SCORE  Desk 


Alexandria  SCORE  Desk 
Julius  McLaurin 


Small  Business  Administration 
1661  Canal  Street,  Suite  2000 
New  Orleans,  LA  70112 
Office:  504/589-2354 

Shreveport  Chamber  of  Commerce 
400  Edwards  Street 
Shreveport,  LA  71101 
Office:  318/226-8521 

Slidell  Chamber  of  Commerce 
118  West  Hall 
Slidell,  LA  70460 
Office:  504/643-5678 

Chamber  of  Commerce 
802  3rd  Street 
Alexandria,  LA  71301 
318/442-6671 
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X/3UISIANA  SHALL  BUSINESS   DEVELOPMENT  CENTERS 


I^trtSIAMA 


Louislaina  Small  Business 

D«velopaent  Center 
S^at*  Director 

northeast  Louisiana  University 
Monroe,  LA.  71209-6435 
(Ouachita  Parish) 

International  Trade  Center  (ITC) 

8BDC 

368  Business  Administration 

University  of  New  Orleans 

Lalcef  ront  Campus 

New  Orleans,  LA  70148 

(Orleans  Parish) 

Capital  SBDC( Southern  University) 

SBDC 

9613  Interline  Avenue 

Baton  Rouge,  LA  70809 

(East  Baton  Rouge  Peirish) 

LSU'Shreveport  Jzunes  Hicks 

Small  Business  Development  Center  Director 
College  of  Business  Administration  318/797-5144 
University  Drive 
Shreveport,  LA  71115 
(Caddo  Parish) 


STATE  DTRECTOR  t.    PHONE  * 

Dr.  John  Baker,  Director 

318/342-5506 

FAX  /318/342-5S10 

Dr.  Lesa  Lawrence,  Assoc  State 

Director 


Ruperto  Chavarri,  Director 

504/286-6978 


Greg  Spann,  Director 

504/922-0998 


Art  Gilbert,  Director 
318/257-3537 


Louisiana  Tech  University 

Small  Business  Development  Center 

Box  10318  Tech  Station 

Ruston,  LA  71271-0046 

(Lincoln  Parish) 

Loyola  University 

Snail  Business  Development  Center 

College  of  Business  Administration 

Box  134 

New  Orleans,  LA  70118 

(Orleans  Parish) 

KcMeese  State  University         Paul  Arnold,  Director 
Small  Business  Development  Center  318/475-5529 
College  of  Business  Administration 
Lake  Charles;  LA  70609 
(Calcasieu  Parish) 


Dr.  Ronald  Schroeder 

Director 
504/865-3474 
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Nicholls  Stat*  University         Wes  Hull 

Small  Business  Development  Center  504/448-4242 

College  of  Business  Administration 

P.O.  Box  2015 

Thlbodatix,  LA  70310   (Lafourche  Parish) 

Northeast  Louisiana  University     Dr.  Paul  Uoxm,   Director 
Small  Business  Development  Center  318/342-1224 
College  of  Business  Administration 
Monroe,  LA  71209 
(Ouachita  Parish) 


Mary  Lynn  wllkerson 

Director 
318/357-5611 


Northweatern  State  University 
Small  Business  Developoment  center 
College  of  Business  Administration 
Natachitoches,  LA  71497 
(Natchitoches  Parish) 

Southeastern  Louisiana  University 
Small  Business  Development  center 
College  of  Business  Administration 
Box  522,  SLU  Station 
Hammond,  LA  70402 
(Tangipahoa  Parish) 

Southern  University 

Small  Business  Development  Center 

College  of  Business  Adminstration 

New  Orleans,  LA  70126 

(Orleans  Parish) 

University  of  New  Orleans 

Small  Business  Development  Center 

College  of  Business  Administration 

Lakef ront  Campus 

New  Orleans,  hk   70148 

(Orleans  Parish) 

University  of  Southwestern  Louisiana 
Small  Business  Development  Center 
College  of  Business  Administration 
P.O.  Box  43732 
Lafayette.  LA  70504 
(Lafayette  Parish) 

SBDC  Satellite 

England  Air  Force  Base,  Bldg  1901, 
Suite  205,  P.O.  Box  13587 
Alexander,  LA  71315-3587 

Louisiana  Electronic  Assistance  Program  Contact: 
College  of  Business  Administration      Dr.  Jerry  Wall 
Northeast  Louisiana  University         318/343-1219 
Monroe,  LA  71209 


Danny  Monistere 

Director 

504/549-3831 


Hr.  Jon  Johnson 
Director  504/286-5308 


Dr.  Ivan  J.  Miestchovioh 

Director 

504/286-6978 


Mr.  Dan  Lavergne,  Director 

318/262-5344 


Ms.  Xathy  Hunter 

coordinator 

318/484-2123 
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LOUISIANA'S  SBA  CERTIFIED  DEVELOPMENT  COMPANIES 
(a>  Of  9/30/92) 

Ark-lA»T«x  Investaent  &  D*vclopinent  Corporation 

P.O.  Box  37005 

8hr«v*port,  LA  71133 

Parishac:  Bienville,  Bossier,  Caddo,  Claiborne,  DeSoto,  Lincoln, 

Natchitoches,  Red  River,  Sabine  and  Webster 
Certified:  June,  1983 
Contact:  M.D.  LeCompte   318-226-7557 
SBA  503/504  Loan  Approvals:        FY  1992  -  0 

Since  Inception  YTD  -  11  9  $4,166,000 

JEOCO  Development  Corporation 

3330  N.  Causeway  Blvd.,  Suite  430 

Jefferson,  LA  70123 

Parish:  Jefferson 

Certified:  August,  1990 

Contact:  Carol  Ward  504-830-4860 

SBA  503/504  Loan  Approvals:        FY  1992  =  4  i   $1,239,000 

Since  Inception  total  YTD  10  9  $2,302,000 

Kisatchie-Delta  Regional  Planning  and  Developnent  District,  Inc. 

5212  Rue  Verd\in  Street 

Alexandria,  LA  71315-2248 

Parishes:  Avoyelles,  Catahoula,  Concordia,  Grant,  La  Salle 

Rapides,  Vernon  and  Winn 
Certified:  October,  1982 
Contact:  Lawrence  Jeansonne   318-487-5454 
SBA  503/504  Loan  Approvals:         FY  1992  «  1  9   $497,000 

Since  Inception  total  YTD  8  9  $2,347,000 

Louisiana  Capitol  Certified  Developnent  Company,  Inc. 

2014  W.  Pinhook  Rd.,  #100 

Lafayette,  LA  70502 

Parishes:  Lafayette 

Certified:  December,  1983 

Contact;  Al  Hodge  318-234-2977 

SBA  503/504  Loan  Approvals:        FY  1992  •  9  fi  $1,423,000 

Since  Inception  total  YTD  30  %   $6,458,000 

Mew  Orleans  Regional  Business  Development  Loan  Corporation 

301  Camp  Street  -  Suite  210 

Mew  Orleans,  LA  70130 

Parishes;  Assumption,  Jefferson,  Lafourche,  Orleans,  Plaquemines, 
St.  Bernard,  St.  Charles,  St.  James,  St.  John  the 
Baptist,  St.  Tammany,  Tangipahoa,  Terrebonne  &  Washington 

Certified:  January,  11981 

Contact:  Kevin  E.  Williams  504-524-6172 

SBA  903/504  Loan  Approvals:        FY  1992=  3  S  $1,956,000 

Since  Inception  total  YTD  26  9  $6,789,000 
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Northeast  Louisiana  Industries ,  Inc. 
Routa  3,  BOX  182 
Monroe,  LA  71203 

Parishes:  Ouachita,  Union,  Morehouse,  Richland,  Caldwell,  JacKSon, 
Franklin,  Tensas,  East  Carroll,  West  Carroll  &  Madison 
Certified:  February,  1983 
Contact:  Gerald  E.  McDonald   318-345-0878 
SBA  503/504  Loan  Approvals:        FY  1992  -  5  •  $11,631,000 

Since  Inception  total  YTD  13  %   $4,237,000 

LA  503/504  Loan  Approvals:         FY  1992  =  22  8  $6,746,000 

Since  Inception  total  YTD  98  t  $26,299,000 
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The  Chairman.  Thank  you,  Mr.  Hertzberg. 

Mr.  Under  Secretary,  I  think  I  will  try  and  limit  myself  to  just 
two  questions  so  that  Senator  Burns  has  time  and  so  that  you  can 
leave  on  time.  Before  I  get  to  my  two  questions  I  did  just  want  to 
take  note  of  two  of  three  remarks  you  made  that  I  really  appreciat- 
ed. I  hope  to  follow  up  with  you  on  these,  but  to  do  so  now  would 
fill  up  way  more  than  15  minutes. 

One  is,  I  did  appreciate  your  focus  on  rural  poverty,  which  long 
before  I  ever  came  to  the  Senate  was  a  real  important  area  to  me 
in  terms  of  community  organizing  and  writing.  And  you  mentioned 
more  press  attention.  It  is  interesting  to  me  because  I  think  it  is 
true  that  while  rural  poverty  is  more  hidden  it  is  no  less  real.  In 
fact,  you  have  a  higher  concentration  percentage-wise.  And  I  think 
quite  often  that  is  completely  lost  sight  of.  Once  upon  a  time  it  was 
on  the  agenda  of  this  Nation,  for  a  while,  but  I  think  we  ought  to 
keep  poverty  in  mind  as  we  talk  about  the  rural  economy  in  gener- 
al. The  rural  economy  otherwise  can  just  be  too  abstract.  It  is 
about  the  lives  of  people  who  live  in  rural  America. 

The  second  point  you  made  that  I  thought  was  very  interesting,, 
and  what  I  would  like  to  explore  further  with  you  had  to  do  with 
this  trend  of  moving  away  as  a  country  from  the  lower-skilled  jobs 
and  manufacturing  to  finding  our  niche  in  the  international  econo- 
my with  high  value  products  produced  by  high  value  labor.  That 
has  put  rural  America  at  a  competitive  disadvantage.  And  yet,  I  do 
not  see  that  as  any  inexorable  law.  It  does  not  necessarily  need  to 
be  that  way. 

And  I  am  reminded  of  all  the  talented  students  I  meet  graduat- 
ing from  the  high  schools  in  the  smaller  communities  who  are 
given  the  advice  by  the  teachers  and  the  principals  and,  I  suppose, 
their  parents,  too:  "Listen,  if  you  want  to  do  well  you  have  got  to 
get  an  education."  But  what  that  also  means  is  you  have  got  to 
leave  here  because,  quote,  "There  is  nothing  here  for  you."  And, 
therefore,  the  very  potential  of  the  communities,  a  lot  of  the  young 
talent,  as  they  are  doing  well  in  school  and  thinking  about  their 
future  they  never  think  about  what  they  can  come  back  and  con- 
tribute to  their  community.  And  somehow  I  think  this  whole  equa- 
tion needs  to  be  looked  at  much  more  carefully. 

Two  questions,  and  I  am  going  to  tie  this  in  to  last  week.  We 
heard  quite  promising  testimony  from  the  Director  of  the  Alterna- 
tive Agriculture  Research  and  Commercialization,  (AARC)  Pro- 
gram, and  he  was  focusing  on  new  uses  of  agriculture  that  could  be 
promoted  as  a  part  of  a  rural  economic  development  strategy.  We 
also  heard  testimony  last  week  from  the  Director  of  the  Sustain- 
able Agriculture  Research  and  Education  Program,  and  from  some 
economists  and  grass-roots  experts,  all  of  whom  stated  that  there 
were  exciting  economic — I  do  not  just  say  environmental  but  eco- 
nomic— possibilities  for  environmentally  sustainable  agriculture. 

Both  panelists  who  were  talking  about  new  use  and  sustainable 
agriculture  urged  the  need  for  credit  and  technical  assistance  for 
small  businesses  and  some  of  the  emerging  industries.  And  I 
wonder  whether  or  not  there  is  a  way  that  we  could — it  is  not  an 
accident  that  we  invited  the  two  of  you  to  be  here— coordinate  SBA 
and  USDA  efforts  in  this  area.  Both  of  you  talked  about  the  whole 
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notion  of  collaboration  and  it  strikes  me  this  is  a  marriage  that 
ought  to  take  place. 

I  wonder  what  you  would  see  your  role  being  in  this  area. 

Mr.  Nash.  Thank  you,  Mr.  Chairman.  Dr.  Bird  and  Mr.  O'Con- 
nell  are  two  people  that  I  have  talked  with,  and  they  are  here 
today,  and  I  am  very,  very  supportive  of  the  AARC  center  and 
their  work  and  I  will  continue  to  support  the  AARC  center's  work 
from  my  office.  And  the  sustainable  agriculture  area  I  think  offers 
tremendous  opportunity.  Those  are  two  ways  I  think  that  we  can 
expand  and  add  more  value  to  the  products  being  produced  by 
farmers  in  rural  America.  First,  I  think  we  have  got  to  try  to 
figure  out  ways  to  capitalize  on  market  niches.  Second,  I  think  it  is 
going  to  be  through  technology  as  opposed  to  historical  practices. 

One  example  of  how  we  can  work  together  is  through  this  new 
Development  Banking  Initiative  that  I  mentioned.  There  is  going  to 
be  a  fund,  and  a  board,  put  together  that  will  include  the  Secretary 
of  Agriculture,  the  SBA  Administrator,  the  Department  of  Com- 
merce Secretary,  the  HUD  Secretary,  Secretary  Bentsen,  and  four 
private  sector  members.  On  the  public  side  I  think  what  we  will  be 
able  to  do  is,  in  depressed  rural  areas,  of  which  about  40  percent  of 
the  development  banks  and  loan  funds  will  be  located,  we  will  have 
an  opportunity  on  a  day-to-day  basis  to  figure  out  how  we  can  work 
together  to  help  provide  more  flexible  capital  and  technical  assist- 
ance to  rural  businesses. 

This  effort  is  not  just  about  credit  availability.  There  is  money 
out  in  rural  areas  in  banks.  However,  bankers  who  are  good  busi- 
ness people,  are  reluctant  from  an  entrepreneurial  standpoint.  New 
ideas,  new  uses,  new  technology,  oftentimes  cannot  obtain  tradi- 
tional money  to  deal  with  the  kinds  of  new  opportunities  that  I 
think  we  have  to  develop.  So  I  see  a  tremendous  amount  of  poten- 
tial in  this  new  development  program. 

And  may  I  respond  to  the  issue,  the  poverty  points  you  made? 

Senator  Wellstone.  Absolutely.  By  the  way,  if  I  could  just  inter- 
rupt you  for  a  moment,  in  this  collaborative  effort  you  did  not  men- 
tion the  Secretary  of  Energy.  Do  you  know  whether  or  not  she  is — I 
only  mention  that  because  I  see  also  the  whole  question  of  renew- 
able energy — biomass,  wind,  whatnot — to  be  just  very  key  to  rural 
America  and  the  possibilities  of  clean  technologies  and  new  busi- 
nesses. 

Mr.  Nash.  The  Secretary  of  Energy  is  not  scheduled  to  be  on  the 
board  of  the  Development  Bank  Fund.  However,  I  agree  with  you, 
there  is  a  tremendous  amount  of  potential  there,  and  it  does  mean 
that  we  will  be  working  very  closely  with  Energy. 

On  poverty,  I  think  years  ago  we  looked  at  poverty  in  urban 
America  and  rural  America  (whether  you  were  talking  about  Appa- 
lachia  or  the  Mississippi  Delta)  in  terms  of  equity  and  equality  and 
morality,  and  these  rationales  are  still  important  today. 

But  the  point  I  want  to  make  is  that  we  do  not  have  one  individ- 
ual to  lose  or  waste  in  rural  areas  now.  Everybody  has  to  be  a  pro- 
ductive citizen  in  order  for  us  to  compete  in  the  global  economy.  So 
it  is  for  economic  reasons  now  in  addition  to  equity  and  equality  as 
it  relates  to  helping  people  in  poverty,  as  it  relates  to  the  skill  level 
and  potential  of  young  people.  Twenty-five,  30  years  ago,  people 
with  a  will  to  work  in  rural  areas  could  find  some  kind  of  job.  They 
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did  not  receive  much  pay,  but  they  could  find  something  to  do. 
Today,  even  with  that  will,  they  will  not  work  unless  they  have  the 
skill  and  education  to  work  and  unless  we  provide  places  for  them 
to  go  to  work. 

So  I  think  you  are  right  on  target  with  your  point. 

Senator  Wellstone.  Mr.  Under  Secretary,  could  you  outline  for 
me — you  have  mentioned  this,  but  maybe  in  a  little  more  detail — 
the  rural  component  of  the  President's  Community  Development 
Banking  proposal?  Most  of  this  has  come  out  of  an  urban  experi- 
ence, and  we  know  there  are  special  circumstances  in  rural  Amer- 
ica, and  I  have  not  been  able  yet  to  quite  get  a  fix  on  this. 

Mr.  Nash.  The  two  premier  models  in  the  country  for  develop- 
ment banks  include  the  Shore  Bank  model  in  the  south  side  of  Chi- 
cago, which  is  an  urban  model,  Shore  Bank. 

Senator  Wellstone.  I  do  know  that  model. 

Mr.  Nash.  The  other  model  is  the  South  Shore  Bank  in  Arkan- 
sas, which  is  in  a  rural  area.  The  Shore  Bank  has  been  around 
about  20  years;  the  South  Shore  Bank  in  Arkadelphia,  Arkansas 
has  been  around  about  5  or  6  years  now. 

The  concept  is  that  there  will  be  a  fund  created  which  will  be 
managed  by  a  quasi-federal  agency.  The  fund  will  make  equity  in- 
vestments in  depository  institutions,  either  new  or  existing,  that 
agree  to  become  development  banks.  I  will  talk  more  about  devel- 
opment banks  later.  But  in  addition  to  that,  community  loan 
funds — credit  unions,  community  development  corporations.  Micro- 
loan  funds — will  also  be  eligible  for  investments  from  this  Commu- 
nity Development  Bank  Fund. 

The  difference  between  a  development  bank  and  a  commercial 
bank  is  this.  If  you  walk  into  a  commercial  bank  and  you  say,  "I 
want  to  rehabilitate  10  houses  with  the  windows  knocked  out  and 
the  walls  knocked  down.  I  want  to  use  some  people  in  the  commu- 
nity who  are  unemployed  to  do  the  rehabilitation  work,  and  I  want 
to  make  loans  to  them  to  buy  the  houses."  The  commercial  banker 
says,  "Where  is  your  business  plan?"  And  the  person  says,  "What 
is  a  business  plan?"  And  then  you  walk  out. 

If  you  walk  into  a  development  bank  and  you  present  the  same 
scenario,  the  banker  says,  "You  need  to  go  down  to  our  technical 
assistance  subsidiary  right  down  the  hall,  talk  to  them  about  put- 
ting together  a  business  plan  for  this.  You  also  need  to  then  talk  to 
our  Small  Business  Investment  Corpjoration  which  is  sponsored  by 
SBA  and  talk  about  some  venture  capital  so  you  can  get  about  20 
percent,  because  this  is  not  a  good  dead  without  venture  capital.  We 
also  know  that  the  vo-tech  school  has  a  training  program  to  train 
those  young  folks  down  in  your  area  to  do  sheetrock  and  windows 
and  roofing  and  all  this.  And  then,  after  you  do  that,  let  us  talk 
about  finding  ways  to  take  our  Microloan  program  to  provide  a 
$5,000  loan  to  a  young  person  to  buy  some  tools  so  he  can  start  a 
small  business.  Also,  you  ought  to  go  to  Farmers  Home  because 
they  have  a  low-interest  502  program,  so  the  people  who  are  actual- 
ly fixing  the  houses  up  can  move  into  them." 

That  is  development  banking.  That  is  the  kind  of  response  we 
hope  to  get  from  these  institutions  that  will  receive  this  equity  in- 
vestment. That  is  not  the  role  of  a  commercial  banker;  they  are  not 
set  up  to  do  it.  That  is  the  difference. 
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Senator  Wellstone.  Senator  Burns? 

Senator  Burns.  It  all  sounds  fine,  but  how  are  you  going  to  pay 
back  the  money? 

Mr.  Nash.  How  are  we  going  to  pay  back  the  money?  It  is  about 
$382  million  that  the  banks  and  loan  funds  will  pay  back  to  the 
fund. 

Senator  Burns.  The  point  I  was  getting  to,  Mr.  Nash,  is  that  we 
can  loan  a  lot  of  money.  We  can  come  up  with  ideas.  But  now  you 
have  to  have  something  to  provide  the  wealth  to  pay  those  loans 
back,  and  that  is  where  I  am  coming  from. 

We  have  now  the  third,  and  the  fourth  will  finally  be  online  here 
by  this  fall  we  hope,  in  Distance  Learning  and  in  sharing  of  re- 
sources in  our  smaller  rural  areas.  I  think  Montana  is  probably  on 
the  cutting  edge  of  that  because  I  got  interested  in  telecommunica- 
tions early  on  when  I  came  to  this  Congress. 

Because  it  is  my  belief  that  that  will  be  a  vital  part  of  the  infra- 
structure, not  only  from  the  standpoint  of  education  but  also  in  te- 
lemedicine,  in  rural  health.  Also,  now,  we  have  tied  four  small 
towns  together,  and  you  could  put  all  four  of  them  almost  in  this 
room.  They  are  100  miles  apart.  Now  they  are  partnering  up  on 
some  economic  development  ideas  in  those  areas  on  that  two-way 
Interact. 

I  would  like  to  take  you  to  Montana  and  show  you  those  models, 
what  we  have  done  with  telecommunications  and  how  it  works  for 
rural  areas.  I  was  just  reminded  by  my  very  able  staff  here  that 
sometimes  we  try  to  attract  the  wrong  kind  of  business;  it  does  not 
fit  in  a  rural  area.  We  do  the  wrong  things.  In  our  exuberance  to 
get  something  out  there  we  get  enthusiastic,  but  it  just  does  not  fit. 

So  I  would  like  to  set  an  appointment  with  you  and  go  over  what 
we  are  doing.  You  mentioned  a  whole  bunch  of  outfits  that  are 
doing  the  same  thing  in  Kansas,  running  through  all  this  red  tape. 
Why  can  we  not  have  one  do  it?  We  do  not  need  all  those  people 
running  around  doing  the  same  thing.  And  I  think  that  would  sim- 
plify a  lot  of  things. 

I  appreciate  your  comments  on  telecommunications  and  REA  be- 
cause REA  has  the  expertise;  they  have  been  in  a  rural  area.  They 
have  the  power  and  they  have  the  telephones,  and  that  is  the  cor- 
nerstone of  that  development.  I  am  very  happy  that  you  recognize 
that.  And  if  your  office  or  your  agency  can  work  in  concert  with 
REA  I  think  we  can  get  some  things  done  and  not  make  very  many 
mistakes,  and  develop  some  positive  things  in  rural  America.  Be- 
cause that  is  where  my  heart  is. 

Now,  do  not  worry  about  rural  poverty.  I  was  raised  poor.  My 
dad's  gross  income  in  1933  was  $28.80  on  160  acres  of  two  rocks  and 
one  dirt.  So  do  not  talk  to  me  about  being  poor.  We  did  not  know  it 
until  the  Government  came  out  and  told  us.  That  is  the  only  differ- 
ence. 

But  those  people  in  rural  America  are  usually  pretty  happy 
people  because  they  are  subsistence  people.  But  we  can  help  them. 
And  we  can  help  them  in  ways  in  which  they  can  help  themselves. 

I  am  going  to  run  out  of  here,  but  I  appreciate  your  message,  Mr. 
Nash,  more  than  anyone  probably  sitting  here,  because  I  have 
worlced  in  that  area.  And  I  congratulate  you  for  that. 
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Mr.  Nash.  Thank  you.  And  I  will  come  out  and  look  at  the 
project. 

Senator  Burns.  We  will  do  it.  We  will  sit  down  and  have  some 
lunch  and  talk  about  some  things  that  we  can  do  in  rural  America. 
Thank  you  very  much.  Thank  you,  Mr.  Chairman. 

Senator  Wellstone.  Thank  you,  Senator  Burns. 

Mr.  Under  Secretary,  we  promised  you  that  we  would  get  you 
out  of  here  on  time.  We  appreciate  your  testimony  today  and  we 
look  forward  to  working  with  you. 

Mr.  Nash.  Thank  you  very  much.  I  am  going  to  the  House  Bank- 
ing Committee  where  Secretary  Espy  and  several  others  are  testify- 
ing on  this  Community  Development  Bank  Proposal,  and  I  think  it 
is  going  to  mean  good,  positive  changes  for  rural  America  if  it 
passes. 

Senator  Wellstone.  We  will  be  in  close  touch.  Thank  you  very 
much. 

Mr.  Hertzberg,  I  have  here  a  letter  that  I  received  sometime  in 
August  1991.  This  was  from  then  Administrator  Pat  Saiki  announc- 
ing the  establishment  of  the  Office  for  Rural  Affairs  and  Economic 
Development,  and  then  she  went  on  to  list  six  forms  of  assistance 
that  this  office  could  provide.  And  the  first  two  were  economic  de- 
velopment initiatives,  and  the  second  was  statistics  pertinent  to 
rural  affairs. 

Now,  I  know  that  the  office  has  been  operating  within  severe 
budget  constraints  so  I  do  not  mean  this  to  be  an  unfair  question, 
but  I  wonder  whether  or  not  you  might  be  able  to  give  me  some 
sense  of  what  the  office  has  been  able  to  accomplish  concretely  in 
its  2  years. 

Mr.  Hertzberg.  I  think  that  Mr.  Mandel,  who  is  director  of  that 
office,  could  probably  answer  that  question  a  little  better  than  I. 

Senator  Wellstone.  Fine. 

Mr.  Mandel.  I  welcome  the  opportunity,  Senator,  to  talk  about 
the  activities  that  we  have  been  doing  since  the  creation  of  the 
office.  As  far  as  the  first  two  points  that  you  mentioned,  economic 
development  initiatives,  we  outlined  a  number  of  those  in  our 
statement. 

Some  specific  things  that  we  have  done  within  SBA  have  been  to 
focus  our  502  loan  program  exclusively  on  rural  areas.  Second,  we 
have  some  incentives  for  lenders  to  make  loans  in  rural  areas. 
There  is  a  fee-sharing  arrangement  with  rural  loans,  where  if  the 
loan  is  in  a  rural  area  the  lender  gets  to  keep  half  of  the  2  percent 
loan  guarantee  fee.  We  also  allow — we  have  special  emphasis  in 
our  504  program  on  rural  areas.  Instead  of  $750,000  the  limit  can 
be  $1  million.  And  also,  the  job  creation  requirement  is  waived. 

When  we  started  out  we  sat  down  gmd  strategized  how  best  can 
we  accomplish  our  objectives.  We  realized  that  we  had  severe  budg- 
etary resources  so  that  a  stand-alone  organization  was  out  of  the 
question.  And  we  believed  that  our  best  approach  would  be  to 
make  impact  on  niches  where  we  could,  to  leverage  our  resources 
through  government-wide  efforts,  and  also  play  a  strong  coordinat- 
ing role  within  the  SBA.  So  we  put  a  lot  of  emphasis  into  participa- 
tion in  the  money  management  group. 

We  are  the  ones  also  that  coordinate  the  involvement  of  all  of 
the  SBA  field  office  people  on  the  state-rural  development  councils 
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and  we  play  a  very  active  coordinating  role  within  the  SBA.  We 
have  sort  of  a  little  kitchen  cabinet  that  meets  daily  in  Dan  Gibb's 
office,  and  that  includes  people  from  Business  Development  and 
Advocacy,  which  are  the  two  other  offices  in  addition  to  Financial 
Assistance  that  play  the  major  SBA  role  in  rural  development,  and 
they  are  constantly  brainstorming,  exchanging  information,  plan- 
ning and  the  like. 

As  far  as  statistics  are  concerned,  one  of  the  things  we  do  is  to 
constantly  monitor  the  relative  amount  of  loans  that  are  going  into 
rural  areas  as  opposed  to  urban  areas.  And  we  have  measured  this 
going  back  10  or  15  years  or  so,  and  I  believe  in  every  year  that  we 
have  looked  at  it  the  percentage  of  SBA  loans  and  dollars  going 
into  rural  areas  is  higher  than  the  population  percentage.  So  we 
believe  that  we  make  a  real  penetration  in  rural  areas. 

There  are  a  couple  of  research  papers  that  we  submitted  for  the 
record.  One  is  in  New  York  State  and  one  is  in  Idaho,  and  they 
both  show  very  high  penetration  rates  of  the  SBA,  particularly  the 
loan  programs,  in  rural  areas  of  those  states.  Much  higher  utiliza- 
tion rates,  say  by  businesses  in  rural  Idaho  than  you  would  get  in 
many  urban  areas. 

And,  of  course,  the  Kansas  Project  is  another  big  one  for  us  be- 
cause that  addresses,  I  think,  a  major  issue.  It  is  red  tape.  It  is  the 
fact  that  you  have  a  whole  lot  of  agencies.  Senator  Burns  said  why 
do  you  need  all  those  agencies.  Well,  that  may  be  a  good  question, 
but  one  fact  of  life  is  that  they  are  there  and  we  do  need  to  find 
ways  of  bringing  them  all  together.  So  this  is  an  effort  to  do  that, 
through  this  demonstration  project  in  Kansas.  And  it  seems  to  be 
going  well.  It  has  taken  an  awful  lot  of  work.  We  hope  that  once 
we  demonstrate  what  can  be  done  that  we  can  spread  this  to  addi- 
tional states.  We  have  had  interest  from  other  states  already. 

Senator  Wellstone.  Can  I  just  move  this  along  with  one  other 
quick  question  for  the  two  of  you.  But  I  guess  this  would  be  to  you, 
Mr.  Mandel.  Can  I  submit  to  you  a  request  for  the  numbers  that 
you  collect  and  how  you  define  rural? 

Mr.  Mandel.  Oh,  certainly.  Some  of  those  are  in  our  statement 
and  we  can  give  you  the  historic  information  as  well. 

Senator  Wellstone.  How  do  you  measure  the  outcome  of  your 
initiatives  as  to  whether  it  is  successful  or  not?  What  is  the  ac- 
countability that  is  built  into  this? 

Mr.  Hertzberg.  I  think  in  some  of  the  efforts  that  are  carried  on 
by  this  office  there  is  not  really  an  efficient  way  to  measure.  In  the 
lending  programs 

Senator  Wellstone.  I  am  sorry,  I  did  not  hear  you. 

Mr.  Hertzberg.  I  think  that  in  some  of  the  efforts,  it  is  not  a 
quantitative  thing  and  there  is  not  really  an  efficient  way  to  meas- 
ure. 

But  I  think  in  the  lending  programs— and  that  is  one  of  the 
major  things  that  we  do — we  can  measure  our  success  by  the  suc- 
cess of  the  businesses  and  by  the  currency  rate  of  the  loans  that 
are  made  and  that  sort  of  thing. 

Mr.  Mandel  did  mention  that  we  have  had  a  good  penetration 
rate  in  rural  areas  for  many  years,  and  I  think  part  of  that  is  be- 
cause the  banks  rely  on  our  program,  perhaps  it  is  more  important 
to  them.  It  is  the  smaller  banks,  those  that  may  be  located  in  more 
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rural  areas.  So  that  our  program  is  really  very  well  designed  to  aid 
them  in  carrying  out  the  loans  to  small  business. 

Mr.  Mandel.  Senator,  we  did  have  a  major  evaluation  of  our 
large  loan  program,  the  7(a)  program,  last  year.  Part  of  that  is 
mentioned  in  our  statement.  But  that  has  been  our  major  effort  to 
answer  the  question  you  just  raised,  which  is,  you  know,  you  make 
all  these  loans.  Then  what  happens? 

What  we  found  was  that  the  businesses  that  come  to  get  SBA 
loans  are  businesses  that,  contrary  to  being  the  dregs  of  life  as  the 
picture  used  to  be,  say,  as  David  Stockman  stated  back  in  the  old 
days,  that  these  businesses  are  ready  to  grow.  They  come  to  the 
SBA  because  they  either  are  businesses  that  are  starting  up  or  that 
have  already  existed  but  need  to  expand.  And  we  found  that  these 
businesses  are  tremendous  generators  of  jobs,  taxes,  profits,  and 

col  AC 

We  also  were  able  to  do  a  comparison  of  the  relative  growth 
rates  between  urban /suburban  and  rural  areas.  And  as  we  indicat- 
ed in  the  statement,  the  growth  rates  in  3  of  the  4  areas  that  we 
talked  about  here  were  actually  higher  in  rural  areas  than  they 
were  either  in  urban  or  suburban.  I  think  part  of  that  is  that  the^ 
businesses  were  smaller  to  start  with,  so  that  makes  it  easier  to 
achieve  a  higher  growth  rate. 

But  I  think  the  fact  that  they  did  so  well  almost  goes  against  the 
conventional  wisdom  of  all  of  the  other  demographic  statistics 
about  rural  areas  lagging. 

Senator  Wellstone.  Speaking  to  the  last  question,  speaking  ot 
the  7(a)  program,  the  administration  is  now  proposing  to  bring 
down  the  guaranteed  percentage  from  85  percent  to  75  percent, 
and  people  in  the  State  of  Minnesota  tell  me  that  that  is  going  to 
really  hurt  the  rural  banks.  What  is  your  judgment  on  that?  I  do 
not  mean  to  put  you  in  an  uncomfortable  position  but  I  would  be 
interested  in  your  reaction. 

Mr.  Hertzberg.  I  think  that  what  happens,  on  the  bottom  line,  is 
going  to  be  determined  by  the  Congress,  and  the  Congress,  very 
frankly,  has  rejected  that  approach  in  the  past.  We  do  have  a  very 
tight  budget  situation  and  I  believe  that  Administrator  Bowles  is 
going  to  testify  on  that  before  this  full  Committee  tomorrow. 

I  know  that  there  are  some  tough  choices  to  be  faced,  but  the 
budget  situation  is  also  a  very  tough  one  for  us. 

Senator  Wellstone.  Well,  I  think  I  know  your  position. 

First  of  all,  I  would  like  to  thank  the  two  of  you  for  your  work.  I 
think  that,  on  the  one  hand,  it  is  fair  for  people  to  argue  that  we 
can  do  better  on  more  efficient  delivery  of  programs  and  we  can 
streamline  and  make  Government  more  efficient.  On  the  other 
hand,  it  is  a  very  tiring  and  tiresome  argument  that  everybody 
that  is  involved  in  public  service  is  a  bureaucrat  doing  nothing. 
And  I  do  not  think  that  applies  to  you  all.  And  I  think  there  is  a 
lot  of  exciting  public /private  partnerships  and  initiatives  that  have 
to  take  place,  and  I  feel  like  you  are  working  in  an  area  that  the 
country  has  just  put  in  parentheses  for  way  too  long.  I  really  ap- 
preciate what  you  do. 

Thank  you  for  being  here. 

Mr.  Hertzberg.  If  I  could  take  just  one  more  second  to  stress  one 
thing  that  was  included  in  the  statement.  That  is  the  great  benefits 
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that  I  think  will  come  from  the  Microloan  Program.  It  can  be  par- 
ticularly useful  in  rural  areas. 

Senator  Wellstone.  And  I  would  like  to  see  much  more  in  rural 
Minnesota  and  other  rural  communities  as  well.  I  agree.  There 
have  been  some  stirring  successes. 

The  nice  thing  about  whenever  you  have  got  a  concrete  success, 
it  just  sort  of  provokes  hopes  and  aspirations  of  other  people  as 
they  hear  about  it.  It  has  a  ripple  effect. 

Thank  you  very  much.  I  appreciate  your  time. 

Mr.  Hertzberg.  We  have  a  book  that  we  are  going  to  leave  with 
you.  It  was  prepared  as  a  resource  directory.  It  covers  13  states,  I 
believe.  We  do  not  have  them  all,  but  one  we  do  have  is  Minnesota. 

Senator  Wellstone.  Well,  that  is  all  that  matters.  No.  Thank 
you  very  much. 

We  will  move  on  to  our  second  panel.  Aliceann  Wohlbruck,  who 
is  Executive  Director  of  the  National  Association  of  Development 
Organizations;  Jim  Deffenbaugh  who  is  Executive  Director  of  the 
Panhandle  Area  Council,  Hayden,  Idaho;  and  Terry  Stone,  Execu- 
tive Director,  Region  Nine  Development  Commission,  Mankato. 

I  think  we  will  start  out  with  you,  Ms.  Wohlbruck.  Thank  you  for 
being  here. 

STATEMENT  OF  ALICEANN  WOHLBRUCK,  EXECUTIVE  DIRECTOR, 
NATIONAL  ASSOCIATION  OF  DEVELOPMENT  ORGANIZATIONS 

Ms.  Wohlbruck.  I  am  Aliceann  Wohlbruck,  executive  director  of 
the  National  Association  of  Development  Organizations.  I  want  to 
thank  you,  Mr.  Chairman,  and  your  colleagues  on  the  minority  side 
for  inviting  NADO  to  testify  today.  Your  remarks  really  warm  our 
hearts.  People  like  me  who  have  been  here  for  quite  a  while  fight- 
ing for  rural  economic  development  join  with  you  and  Senator 
Pressler  in  that  what  we  are  doing  here  is  consciousness-raising 
about  the  reality  of  rural  America.     ' 

That  is  what  we  are  doing  here,  and  I  thank  you  again  and  your 
staff  for  putting  this  together  because  I  think  it  is  a  very  important 
effort. 

I  want  to  give  you  a  brief  overview.  On  this  panel  are  two  of  the 
members  of  NADO,  Jim  Deffenbaugh  from  Idaho  and  Terry  Stone 
from  Minnesota,  and  they  are  the  real  experts  on  rural  small  busi- 
ness because  they  administer  very  successful  small  business  loan 
and  other  community  and  economic  development  programs  in  their 
regions.  Terry  is  a  past  president  of  NADO  and  Jim  serves  on  our 
board,  so  they  keep  me  straight  and  let  me  know  what  is  really 
going  on  out  there. 

NADO  was  founded  in  1967  as  a  public  interest  group  to  help 
professionals  and  local  elected  officials  share  information.  We  are 
dedicated  to  improving  the  economic  opportunities  and  the  quality 
of  life  in  America's  small  towns  and  rural  areas.  We  have  an  advo- 
cate for  a  regional  approach  to  economic  and  community  develop- 
ment in  rural  areas  and  small  towns  because,  as  you  know,  in 
rural  areas,  economic  conditions  and  development  needs  certainly 
transcend  jurisdictional  boundaries.  So  we  believe  that  the  strate- 
gies and  solutions  to  rural  distress  are  most  effective  when  they 
are  implemented  at  a  sub-state,  multi-county  level. 
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Our  members  are  regional  development  organizations;  they  have 
different  titles  in  different  parts  of  the  country.  There  are  some 
known  as  economic  development  districts,  councils  of  governments, 
area  development  districts,  and  they  work  with  local  elected  offi- 
cials and  community  and  business  leaders  to  develop  long-term 
strategies.  They  offer  technical  assistance  and  provide  small  busi- 
ness financing. 

We  did  put  in  our  testimony  a  copy  of  a  report  we  did  to  high- 
light what  we  do.  You  can  see  on  this  map  on  page  2  that  most  of 
America  is  rural;  rural  communities  include  one  in  four  Ameri- 
cans, and  that  is  the  same  number  who  live  in  our  large  inner 
cities.  Yet  their  problems,  as  you  well  point  out,  just  do  not  get  the 
big  media  attention  unless  we  experience  something  like  a  flood.  If 
you  add  to  that  the  140  small  metropolitan  areas,  the  total  goes  to 
about  77  million  people,  almost  a  third  of  the  U.S.  That  is  the 
niche  that  we  are  talking  about,  rural  and  small  metropolitan 
areas. 

Bob  Nash  certainly  highlighted  the  rural  facts  for  you,  and  I 
want  to  add  one  other  thing  to  this.  As  you  know,  over  60  percent 
of  farm  families'  income  is  from  non-agricultural  sources.  And, 
family  farmers,  as  Jim  pointed  out,  are  small  business  people.  So, 
non-farm  economic  development  programs,  such  as  that  in  rural 
development  or  the  SBA  or  the  Economic  Development  Adminis- 
tration, are  really  vital  to  the  survival  of  small  farmers  and 
healthy  economies.  Sustainable  and  alternative  agriculture  entre- 
preneurs are  probably  the  kind  of  people  that  are  going  to  be  need- 
ing the  small  business  loans  that  we  are  discussing. 

I  also  included  a  chart  in  my  written  testimony  that  we  have 
been  keeping  and  updating  since  1980  of  all  the  programs  that  we 
think  are  important — or  our  members  tell  us  are  important — for 
rural  small  business  economic  development.  So  there  are  a  lot  of 
them  but  they  serve  different  purposes.  And  that  is  why  we  think 
you  need  strong  regional  organizations  at  the  local  level  to  put 
these  programs  together. 

I  would  like  to  get  in  a  little  commercial.  A  couple  of  the  agen- 
cies that  aren't  represented  here  are  the  Economic  Development 
Administration  and  the  Appalachian  Regional  Commission  which 
work  in  those  13  states.  Both  EDA  and  ARC,  and  more  recently, 
the  USDA  programs  in  rural  development,  and  SBA,  have  been  ex- 
tremely important  in  providing  both  institutional  capacity  at  the 
local  level  and  development  dollars  that  certainly  would  otherwise 
not  be  available. 

I  also  put  in  my  testimony  a  copy  of  an  Economic  Development 
Digest,  and  there  is  a  map  that  shows  the  coverage.  There  are 
about  300  economic  development  districts  around  the  country  that 
are  doing  this  kind  of  work  primarily  in  rural  areas.  Small  busi- 
ness often  turn  to  our  folks  at  the  local  regional  level  for  financing 
to  help  leverage  the  private  investment  and  ease  the  credit  gap  in 
rural  America,  because  most  of  the  studies  show  that  there  is  much 
more  of  a  credit  gap  in  rural  areas  due  to  the  nature  of  rural 
banks. 

Our  regions  help  rural  entrepreneurs  and  small  business  obtain 
otherwise  unavailable  capital,  and  Jim  and  Terry  will  be  telling 
you  about  some  of  the  specifics.  The  majority  of  these  economic  de- 
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velopment  districts  manage  revolving  loan  funds  with  funding 
grants  provided  by  the  Economic  Development  Administration  in 
the  Department  of  Commerce.  In  addition,  the  development  dis- 
tricts are  the  delivery  mechanism  for  programs  like  the  Interme- 
diary Relending  Program  at  USDA.  The  development  districts  are 
also  the  504  Certified  Development  Companies  that  the  SBA  offi- 
cials were  talking  about.  In  fact,  were  it  not  for  these  EDA  districts 
that  already  exist  they  would  not  have  the  staff  capacity  to  run  a 
CDC,  because  lending  money  is  a  very  complex  business  and  you 
need  qualified  professionals. 

Of  the  162  sub-state  rural  CDCs,  99  are  directly  affiliated  with  a 
regional  development  district,  and  many  others  are  a  spin-off  of 
those.  Without  these  programs  we  think  you  would  not  have  the 
capacity  to  have  funding  for  start-up  or  expansion  of  small  busi- 
ness. And  I  did  want  to  mention  EDA  and  ARC  as  the  grounding 
for  a  lot  of  these  programs.  I  realize  you  do  not  have  jurisdiction, 
but  they  really  are  the  only  Federal  programs  that  provide  a  little 
administrative  money  to  get  the  professional  staff  that  you  need  to 
take  advantage  of  all  of  these  programs. 

I  also  included  a  copy  of  our  Digest  on  Rural  Development  Fi- 
nance, and  we  are  talking  about  what  are  development  banks  and 
the  development  banking  proposal.  It  is  a  very  complex  world,  as 
you  well  know,  but  we  are  trying  to  be  a  resource — Allan  men- 
tioned the  rural  resource  centers.  I  think  regional  centers  can  cer- 
tainly perform  that. 

I  was  asked  to  give  you  a  overview  of  some  of  the  programs  that 
are  coming  up.  Generally  speaking,  the  SBA  and  the  Intermediary 
Relending  Program  in  RDA  are  the  most  flexible  in  terms  of  their 
capacity  to  join  together  and  put  together  packages.  On  the  other 
hand,  EDA's  revolving  loan  fund  program  has  added  a  lot  of  ad- 
ministrative requirements.  During  the  last  12  years,  as  these  pro- 
grams are  scheduled  for  elimination  the  number  of  requirements 
and  administrative  restrictions  has  grown,  so  we  are  hopeful  with 
the  new  initiatives  from  the  administration  that  some  of  those 
things  can  be  simplified. 

We  do  have  a  couple  of  concerns.  One  is  the  lack  of  training  for 
the  professional  people  who  do  this  lending.  There  is  no  national 
effort.  We  do  some,  but  there  really  has  not  been  any  training. 
Second,  there  is  no  administrative  funding  from  the  SBA  program, 
the  IRP  program  or  the  EDA  program  for  setting  up  these  pro- 
grams. There  is  such  funding  under  the  Microloan  program,  but 
you  do  not  really  get  a  base  of  administrative  funding. 

They  talked  about  the  single  application  form  and  we  certainly 
support  that.  In  fact,  one  of  our  members  was  the  key  player  in 
putting  that  together.  We  are  very  supportive  of  the  national  initi- 
ative, the  efforts  that  Bob  Nash  was  talking  about,  and  state  coun- 
cils. And  we  hope  that  the  Clinton  administration  will  continue 
and  improve  those  efforts. 

There  are  two  additional  concerns  that  I  would  like  to  talk 
about.  One  is  regarding  the  problems  we  have  encountered  recently 
in  the  exclusion  of  our  kinds  of  organizations  from  eligibility  for 
participation.  When  the  new  SBA  Microloan  program  was  started 
eligibility  was  restricted  to  private  non-profit  organizations,  and 
this  would  have  excluded  our  kinds  of  public/private  regional  orga- 


65 

nizations  from  participating.  Eventually  the  Congress  amended  this 
and  now  our  kinds  of  organizations  with  public  officials  are  al- 
lowed, and  Jim  Deffenbaugh  can  tell  you  about  the  success  of  that 
program  in  his  region. 

Our  problem  is,  if  you  write  these  Federal  laws  so  that  they  are 
totally  structured,  then  you  do  not  allow  any  flexibility  at  the  local 
level  for  people  to  design  the  kind  of  program  that  best  meets  their 
needs. 

We  are  also  concerned  about  the  Development  Banking  bill  at 
this  point  because  the  language  says,  "Agencies  or  instrumental- 
ities of  the  United  States  or  an  agency  or  instrumentality  of  any 
state  or  local  political  subdivision  cannot  participate  as  develop- 
ment banks."  This  would  mean  that  in  most  rural  areas,  our  kinds 
of  public /private  groups  would  not  be  able  to  participate,  as  far  as 
we  know.  We  are  working  very  hard  with  the  administration,  and 
hopefully  with  you,  so  that  you  do  not  unnecessarily  restrict  eligi- 
bility and  that  you  get  the  coverage  out  there  in  rural  areas. 

I  hope  that  this  Subcommittee — and  I  know  of  your  broad  inter- 
esl^-would  be  sure  to  look  at  the  existing  development  finance  pro- 
grams—SBA,  EDA,  RDA,  Health  and  Human  Services— so  that  as 
we  reinvent  government  we  do  not  reinvent  the  wheel  by  setting 
up  duplicative  delivery  systems.  The  banking  folks  are  very  urban 
oriented  so  we  are  going  to  have  to  work  hard  on  them.  We  will 
look  for  you  to  help  us. 

But  we  hope  your  Subcommittee  would  take  a  look  at  this  as  you 
conduct  these  hearings  and  that  you  have  a  coordinated  program. 
We  think  SBA  and  other  agencies  have  a  track  record  in  this  and 
we  ought  to  make  better  use  of  the  existing  system. 

I  thank  you  for  inviting  us,  and  I  will  be  glad  to  answer  ques- 
tions. 

[The  prepared  statement  of  Ms.  Wohlbruck  follows:] 
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STATEMENT  OF  AUCEANN  WOHLBRUCK,  EXECUTIVE  DIRECTOR  OF  THE 
NATIONAL  ASSOCIATION  OF  DEVELOPMENT  ORGANIZATIONS  (NADO),  BEFORE 
THE  SUBCOMMITTEE  ON  THE  RURAL  ECONOMY  AND  FAMILY  FARMING  OF  THE 
SMALL  BUSINESS  COMMITTEE,  U.S.  SENATE,  JULY  21,  1993. 


Mr.  Chainnan,  members  of  the  subcommittee,  I  am  Aliceami  Wohlbruck,  Executive 
Director  of  the  National  Association  of  Development  Organizations  (NADO).   I  have  been  the 
Executive  Director  of  NADO  since  1979. 

I  would  like  to  thank  you,  Mr.  Chairman,  for  inviting  NADO  to  testify  at  today's 
hearing.   Our  members  are  grateful  for  your  interest  in  rural  economic  development  and  in 
helping  to  solve  the  problems  faced  by  small  businesses  in  rural  areas  throughout  the  country. 

I  will  be  giving  an  overview  of  rural  economic  development  and  the  federal 
government's  role  in  creating  jobs  and  building  communities.   The  other  members  of  this 
panel  —  James  Deffenbaugh  from  Idaho  and  Teny  Stone  from  Minnesota  —  are  the  real 
experts  on  rural  small  business  because  they  both  administer  small  business  and  a  host  of 
other  economic  and  community  development  programs  in  their  respective  regions.   Both  of 
these  individuals  serve  on  the  NADO  Board  of  Directors.   They  will  give  you  more  specific 
information  on  small  business  lending  programs. 


NATIONAL  ASSOCIATION  OF  DEVELOPMENT  ORGANIZATIONS 

The  National  Association  of  Development  Organizations  (NADO)  is  a  national  public 
interest  group  founded  in  1967  to  help  professionals  and  local  elected  officials  share 
information  and  ideas.   NADO  is  dedicated  to  improving  economic  opportunities  and  the 
quality  of  life  in  America's  small  towns  and  rural  areas. 

The  association  is  the  leading  advocate  for  a  regional  ^>proach  to  economic  and 
community  development  in  America's  rural  communities  and  small  cities.   In  rural  areas, 
economic  conditions  and  development  needs  transcend  jurisdictional  boundaries.   Likewise, 
strategies  and  solutions  to  riiral  distress  are  most  effective  when  implemented  at  the  substate, 
multi-county  level. 

NADO  members  are  regional  development  organizations,  known  variously  as 
economic  development  districts,  councils  of  governments,  area  development  districts,  and 
regional  councils.     Regional  development  organization  staff  work  with  local  elected  ofRcials 
and  conununity  and  business  leaders  to  develop  long-term  strategic  economic  development 
plans.   In  addition,  they  offer  a  wide  range  of  technical  assistance,  and  provide  small  business 
financing. 

Included  with  Utaa  testimony  is  a  report  we  prepared  explaining  regional  development 
organizations  and  their  role  in  rural  America.   As  you  can  see  from  the  map  on  page  2,  most 
of  the  United  States'  land  mass  is  rural.   According  to  die  Census,  one  in  every  four 
Amoicans,  or  62  million  people,  Uve  in  rural  areas,  equal  to  the  number  in  iimer  cities.   In 
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addition  there  are  15  million  people  in  140  small  metropolitan  regions,  for  a  total  of  77 
million  Americans.   These  people  share  many  of  the  same  problems  as  big  city  residents, 
such  as  poverty  and  unemployment,  but  they  face  unique  obstacles  because  they  are  dispersed 
over  hundreds  of  thousands  of  square  miles,  have  low  population  density,  small  tax  bases, 
scarcity  of  capital,  and  a  small  number  of  local  leaders  who  are  often  called  on  to  perform 
multiple  roles. 

Contrary  to  popular  belief,  rural  America  is  far  more  than  farmland.   In  rural  areas, 
agriculture,  mining  and  forestry  account  for  less  than  seven  percent  of  employment.   The 
service  industry  accounts  for  29  percent  of  rural  employment  and  manufacturing  makes  up  21 
percent.   Over  60  percent  of  farm  families'  incomes  is  from  non-agricultural  sources.   Non- 
farm  economic  development  programs,  such  as  those  under  the  Rural  Development 
Administration,  Small  Business  Administration,  and  the  Economic  Development 
Administration,  are  vital  to  small  farmers'  survival. 

Furthermore,  rural  Americans  face  a  lower  rural  per  capita  income  ($13,786)  than  the 
national  average  ($17,592);  a  higher  rate  of  unemployment  (8.5  percent)  than  the  national 
average  (7.6  percent);  a  greater  poverty  rate  (16.8  percent)  than  the  national  average  (12.4 
percent);  as  well  as  a  higher  rate  of  students  dropping  out  of  high  school  (30.8  percent)  than 
the  national  average  (23.5  percent).   In  many  regions  &ese  figures  are  much  worse. 

Most  of  the  U.S.  is  composed  of  small  cites,  counties,  towns  and  villages.  Of  all  the 
local  governments  in  this  country,  86  percent  serve  populations  under  10,000,  and  half  have 
fewer  than  1,000  residents. 

With  federal  and  state  cutbacks  moving  our  intergovernmental  partnership  into  an 
intergovernmental  system  of  mandates,  rural  local  governments  increasingly  rely  on  regional 
organizations  for  answers  to  their  development  needs.   Indeed,  regionalization  encompasses 
long-term  development  planning,  local  government  services,  economic  development  activities, 
and  environmental  management.   Attached  to  my  testimony  is  a  chart  from  our  April  9,  1993 
newsletter  listing  the  federal  programs  that  our  members  have  identified  as  the  most  important 
for  rural  economic  development   Our  chart  compares  1980  funding  with  1993  appropriations 
and  the  President's  requests  for  1994. 

NADO  members  view  economic  development  broadly,  including  small  business 
development  and  traditional  infrastructure  construction,  but  also  in  non-traditional  areas  such 
as  telecommunications,  health  care,  job  training,  day  care  and  education.   Providing  technical 
assistance  to  local  governments  and  the  fffivate  sector,  regional  development  organizations 
respond  to  the  needs  that  are  identified  at  the  local  level,  by  local  people. 

Through  the  years,  the  Economic  Development  Administration's  modest  investment  in 
regional  development  organizations  in  rural  America,  as  well  as  the  Appalachian  Regional 
Commission's  work  in  its  13-state  region,  have  been  enormously  important  in  building 
capacity  and  stimulating  growth  in  local  economies.  EDA  and  ARC  and  more  recently  the 
rural  development  programs  of  the  U.S.  Department  of  Agriculture  and  SBA  have  provided 
the  institutional  capacity  and  development  dollars  that  would  otherwise  be  unavailable  in  most 
niral  communities. 


Regional  Development  Organizations'  Role  in  Rural  America 

Rural  local  governments  depend  on  regional  development  organizations  for 
professional  assistance.    In  most  rural  communities,  rural  elected  officials  serve  on  a  part-time 
basis  and  have  little  or  no  staff.   These  organizations  augment  and  support  the  efforts  of  local 
elected  officials.   Most  multi-jurisdictional  organizations  are  also  multi-functional,  providing  a 
variety  of  services  from  job  training  programs  to  solid  waste  disposal  planning  to  providing 
capital  for  economic  development  lending—  according  to  each  region's  needs.  (Page  4  of  our 
report  highlights  some  of  the  services  provided  by  regional  organizations.) 

Also  included  with  my  testimony  is  the  June  1993  issue  of  the  Economic  Development 
Digest,  a  monthly  publication  of  the  NADO  Research  Foundation  published  in  cooperation 
with  the  Economic  Development  Administration  and  the  U.S.  Forest  Service.   This  issue 
focuses  on  substate  regionalism  (page  1)  and  EDA  economic  development  districts  (map  in 
centerfold).   The  Economic  Development  Administration  in  the  Department  of  Commerce 
fiinds  approximately  300  regional  organizations,  primarily  in  small  metropolitan  and  rural 
areas. 

For  more  than  25  years,  economic  development  districts  have  exemplified  the  public- 
private  approach  to  economic  development   These  regions  provide  the  institutional 
infrastructure  in  rural  America  to  organize  and  administer  federal,  state  and  local  programs 
for  small  business  lending.    Small  businesses  often  turn  to  regional  financing  programs  to 
help  leverage  private  investment  and  ease  the  credit  gap  found  in  rural  America.   Most 
regions  help  nixal  entrepreneurs  and  small  businesses  secure  otherwise  unavailable  capital.   A 
majority  of  economic  development  districts  manage  EDA  revolving  loan  fimds  and  are  the 
delivery  mechanism  for  such  programs  as  the  Rural  Development  Administration's 
Intermediary  Relending  Program  and  other  development  finance  programs. 

Many  development  districts  serve  as  Small  Business  Administration  (SBA)  504 
Certified  Development  Companies  (CDCs).   In  fact,  were  it  not  for  the  EDA  district  program, 
rural  areas  would  not  have  the  staff  capacity  to  run  CDCs.   Of  the  162  substate  rural  CDCs, 
99  are  affiliated  wifli  a  regional  development  district.  Without  these  programs,  many  small 
businesspeople  and  entrepreneurs  in  rural  areas  would  be  denied  access  to  fimding  for  start-up 
or  ocpansion  of  small  businesses. 

A  1990  study  by  the  Kansas  Center  for  Community  Economic  Development  (KCCED) 
determined  that  the  development  district  program  makes  a  major  impact  in  small  cities  and 
rural  areas,  and  that  the  program  should  be  expanded.   Currently,  EDA  has  designated  a 
number  of  regional  organizations  as  development  districts,  yet  limited  resources  prevent  the 
agency  fix)m  fimding  these  districts.   I  understand  that  EDA  has  a  list  of  over  30  additional 
regions  that  it  would  like  to  designate  and  fimd  if  adequate  fimding  became  available.   NADO 
members  are  eager  to  expand  the  development  district  plajming  jHOgram.   Funding  for 
planning  and  local  technical  assistance  is  the  key  to  t^jping  the  develofnnent  potential  in  our 
nation's  smaller  communities  and  rural  regions. 

Testifying  on  May  19  before  the  House  Public  Woiks  Economic  Development 
Subcommittee,  EDA's  Denver  regional  office  Director  Steven  Brennen  noted,  "Economic 
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development  districts  provide  the  backbone  of  both  the  EDA's  programs  and  overall 
successful  economic  development   In  highly  rural  areas  the  multi-county  districts  are 
essential  in  bringing  needed  economic  development  expertise  to  bear.   There  just  is  not  the 
critical  mass  of  resources  in  these  sparsely  populated  areas  to  support  the  staff  and  attention 
needed  for  good  economic  development,"  according  to  Brennen. 

While  I  realize  that  the  Small  Business  Committee  does  not  have  jurisdiction  over 
EDA  and  ARC,  I  want  to  highlight  these  agencies'  contribution  to  small  business  and  rural 
development.   These  are  the  only  federal  programs  that  provide  small  grants  for  support  of 
professional  development  staff  in  rural  areas. 

I  have  also  included  a  copy  of  the  April  1993  Economic  Development  Digest,  a  special 
rural  development  fmance  issue,  that  highli^ts  the  current  federal  programs  providing  small 
business  fimding  and  the  Clinton  administration's  proposals. 

Policy  Priorities  for  Ae  Future 

There  are  numerous  federal  programs  focusing  on  small  business  development  and 
there  are  proposak  for  new  initiatives  such  as  community  development  banks  and 
"reinventing  government."  NADO  is  supportive  of  the  existing  federal  programs  and  our 
members  are  eager  to  be  a  part  of  new  initiatives  to  create  jobs  in  rural  areas.   However,  we 
do  have  some  concerns  about  the  administration's  proposals  and  some  suggestions  for 
improving  existing  programs. 

Concerning  the  existing  small  business  lending  programs  in  SBA,  RDA,  EDA,  ARC, 
and  Health  and  Human  Services  NADO  supports  increasing  the  funding  levels  and,  ahnost  as 
important  as  additional  dollars,  removing  impediments  to  coordinating  existing  federal  lending 
programs.  During  the  past  12  years  when  most  of  these  programs  were  scheduled  for 
elimination  by  the  Reagan  and  Bush  administrations,  the  array  of  federal  regulations  and 
restrictions  has  increased  enormously  despite  talk  of  "Total  Quality  Management." 

Generally,  SBA  and  the  Intermediary  Relending  Program  (IRP)  in  RDA  are  the  most 
flexible.  These  agencies  have  been  willing  to  work  with  CDCs  and  revolving  loan  funds  to 
allow  tiiese  programs  to  work  together.   On  the  other  hand,  EDA's  revolving  loan  fimd  (RLF) 
grant  program  under  Title  DC  has  added  various  administrative  requirements  during  the  past 
12  years  which  have  made  that  program  less  effective  in  meeting  local  needs.   The  major 
issue  that  concerns  our  members  is  that  the  EDA  revolving  loan  fimds  are  forever  considered 
federal  dollars,  unlike  IRP  dollars  which  become  local  once  they  have  been  loaned.   As  long 
as  there  is  public  accountability  for  the  management  of  these  public  Amds,  we  believe  that 
local  and  regional  agencies  should  have  flexibility  to  meet  locally  determined  needs. 

Among  the  concerns  identified  by  NADO  members  is  the  lack  of  training  for  tiiose 
administering  develojMnent  finance  programs  at  the  federal  and  local  level.   In  addition,  Ac 
SBA  504,  RDA  IRP,  and  EDA  programs  do  not  provide  any  administrative  fimds  to  support 
die  creation  and  management  of  these  programs  at  the  local  level. 
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Another  problem  is  the  multiplicity  of  application  forms  for  various  small  business 
loan  programs.   We  believe  that  a  single  application  form  should  be  used  for  all  small 
business  fmance  programs.   In  fact,  one  of  NADO's  members  in  Kansas,  Jack  Alumbaugh, 
has  worked  with  the  Kansas  State  Rural  E>evelopment  Council  to  design  and  test  a  single  loan 
application  for  all  federal,  state  and  local  small  business  finance  programs.   We  thiitk  a  single 
form  should  be  adopted  by  all  federal  small  business  finance  agencies. 

Prior  to  1980  the  management  division  of  the  Office  and  Management  and  Budget 
(OMB)  was  the  key  agency  in  standardizing  and  coordinating  requirements  for  federal 
programs.   We  hope  that  the  National  Performance  Review  (a.k.a.  reinventing  government) 
initiative  will  look  at  the  inconsistencies  and  impediments  to  coordinating  various  small 
business  finance  programs.   We  believe  the  Kansas  standardized  application  form  can  be  a 
model  and  recommend  that  this  subcommittee  urge  the  President  and  the  "M"  in  OMB  to 
once  again  serve  as  a  mechanism  for  simplification  and  standardization  among  federal 
programs.   One  OMB  circular  can  standardize  procedures  and  requirements  across  all 
programs. 

NADO  members  are  supportive  of  the  National  Initiative  on  Rural  Development  and 
the  formation  of  State  Rural  Development  Councils  (SRDCs).   We  hope  that  the  Clinton 
administration  will  find  ways  to  continue  and  improve  the  councils'  operations  and  programs, 
particularly  in  serving  as  a  vehicle  for  standardizing  and  simpUfying  federal  programs  and 
helping  nual  local  officials  to  solve  problems. 

Another  problem  our  members  have  encountered  during  the  recent  past  is  the 
exclusion  of  public-private  regional  development  organizations  from  eligibility  for 
participation  in  certain  federal  development  finance  programs.   For  example,  in  1992  a  new 
SBA  microenterprise  program  restricted  eligibility  to  "private"  nonprofit  organizations.   This 
excluded  regional  development  organizations  from  participating.   In  most  riiral  areas,  regional 
development  organizations  are  the  only  organizations  with  the  institutional  capacity  to  deliver 
small  business  finance  programs.   Originally,  SBA  had  ruled  out  regional  development 
organizations  simply  because  local  elected  officials  serve  on  their  governing  boards.   The 
congress  subsequently  amended  the  legislation  to  permit  organizations  with  public  officials  on 
their  board  to  apply. 

This  is  an  example  of  federal  inflexibility  restricting  the  capacity  of  rural  citizens  to 
determine  the  type  of  organization  which  best  meets  their  locally-determined  needs.   Because 
this  country  has  not  one  but  50  different  intergovernmental  systems,  it  is  important  that 
federal  {n-ograms  not  mnnHnti'  a  single  type  of  local  delivwy  mechanism.   This  is  another 
example  of  where  an  OMB  circular  could  help  standardize  and  clarify  eligibility. 

We  have  seen  a  copy  of  a  draft  proposal  of  President  Clinton's  Community 
Development  Banking  and  Financial  Institutions  Act  of  1993.   From  our  reading  of  Htc 
proposed  legislation,  we  have  a  number  of  concerns  and  points  diat  need  clarification. 

For  example,  the  definition  of  community  development  financial  institution  is  too 
restrictive.  Barring  any  "agency  or  instrumentality  of  the  United  States  or  an  agaicy  or 
instrumentality  of  any  state  or  political  subdivision  hereof  prevents  regional  development 
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laKoaaiajttaaatL  €c<Ma  yMtiffivp^UTtg,  v&  thi&  pto^va.  B«mng  TegioQ&  from  {>artic\pa£ioa  vaxf 
exclude  many  rural  areas.  C>i]gaiuzations  with  proven  development  fmance  track  records 
should  not  be  excluded  from  eligibility  because  of  their  public-private  nature. 

We  are  concerned  that  the  draft  bill  does  not  take  into  account  the  long,  suc<:;essful 
record  regional  development  organizations  have  in  managing  community  and  small  business 
financing  programs.   NADO  is  asking  the  administration  and  congress  to  carefully  examine 
the  existing  development  finance  programs  including  those  in  SBA,  RDA,  EDA  and  other 
agencies  so  that  we  don't  reinvent  the  wheel  by  creating  duplicative  delivery  systems.   We 
hope  this  subcommittee  will  support  a  coordinated  approach  to  local  economic  development 
finance,  particularly  in  rural  areas  where  resources  and  capacity  are  limited. 

All  development  is  local.   Local  governments  are  the  permanent  institutions  which 
must  be  included  in  all  federal  development  efforts  if  long  term  change  is  to  occur  in  rural 
communities. 

Thank  you  for  this  opportunity  to  highlight  rural  small  business  finance  needs  and  the 
role  of  the  regional  development  organization  in  helping  to  meet  them.   I  will  be  happy  to 
answer  questions. 
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NADO  RIIRAI    nKVErOPMF.NT  ANH  KKl.ATFn  DOMESTir  BIIDGFT  ANAI  VSIS 
PROPOSKn  1994  BUDGET 


i 

' 

(Millions  of  Dollars) 

Estimated 

Proposed 

Change 

%  Change 

1980 

1993 

1994 

1993-1994 

1993-1994 

DEPARTMENT  OF  AGRICULTURE 

Rural  Development  Admin.  (FmHA) 

water  and  Waste  Disposal  Grants 

290.0 

416.0 

541.0 

125 

30.0% 

Water  and  Waste  Disposal  Loans 

700.0 

635.5 

646.0 

10.5 

1.7<)4 

water  and  Waste  Disposal  Loans* 

— 

35.0 

36.0 

1 

2.9% 

Community  Facility  Loans 

240.0 

94.0 

389.0 

295 

313.8% 

Community  Facility  Loans* 

- 

100.0 

75.0 

-25 

-25.0% 

Business  and  Industry  Loans* 

1.073.8 

405.0 

300.0 

-105 

-25.9% 

Intennadiary  Relending  Loans 

20.0 

47.0 

175.0 

128 

272.3% 

Rural  Development  Grants 

10.0 

21.0 

51.0 

0.5 

2.4% 

Solid  Waste  Management  Grants 

— 

3.0 

3.1 

0.1 

3.3% 

Fire  Protection  Grants 

3.5 

3.5 

3.6 

0.1 

Z9% 

Resource  Cons.  &  Development  Loans 

1.8 

1.0 

1.0 

0 

0.0% 

Emergency  Community  Water  Assistance  Grants 

— 

25.4 

10.3 

-15.1 

-59.4% 

Forest  Service  Economic  Development 

0.0 

12.7 

1Z6 

-0.1 

-0.8% 

Rural  Electrification  Administration 

0.0 

14.0 

5.4 

-8.6 

— 

Rural  Development  Loans 

0.0 

12.4 

13.0 

0.6 

4.8% 

Distance  Leaming  Medical  Unks  Gianto 

0 

10 

5.1 

-4.9 

-49« 

SOS  •  RC  &  0  Projects 

3Z0 

3Z5 

3i1 

-0.4 

-1.2% 

APPALACHIAN  REGIONAL  COMMISSION 

Total  Non-Highway  Programs 

126.6 

50.3 

85.6 

35.3 

70.2% 

Research.  T.A..  Other 

Z6 

3.9 

5.3 

1.4 

35.9% 

5.7 

3.2 

4.4 

1.2 

37.5% 

ARC  Highway  Systems 

228.7 

135.6 

100.0 

-35.6 

-26.3% 

DEPARTMENT  OF  COMMERCE 

EOA  •  ToUl  Program  Funds 

531.5 

217.0 

223.2 

8.2 

Z9% 

Planning  Grants 

33.6 

24.8 

24.8 

0 

0.0% 

Public  Worts 

260.7 

147.4 

135.4 

-12 

•8.1% 

Economic  Adjustment  Grants 

85.9 

17i1 

19.8 

-15^4 

-88.6% 

Technical  Assistance 

30.7 

9.0 

10.4 

1.4 

15.6% 

Resawch  and  Evtfuabon 

4.2 

0.0 

0.5 

0.5 

— 

Trade  Adlustmwrt  Assisianea 

— 

13.7 

0.0 

-13.7 

-100.0% 

Salaiias  and  Expenses 

40.6 

32.1 

30.2 

-1.9 

-5.9% 

ENVIRONMENTAL  PROTECTION  AGENCY 

State  Revolving  Funds  (wMtswatw) 

4.900.0 

Z335.0 

1.198.0 

-1137 

-48.7% 

State  RsivoMng  Funds  (difeiMng  wataO 

599.0 

590 

— 

DEPARTMENT  OF  HEALTH  AND  HUMAN  SERVICE 

S 

550.S 

441.0 

441.0 

0 

0.0% 

National  Haalh  Servie*  Corp. 

153.6 

118.7 

138.7 

20 

16.8% 
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NADO  RURAL  DEVELOPMENT  AND  RELATKD  DOMESTir  BUDGET  ANAI  VSI<^ 
PROPOSED  1994  BITDCET 


(Millions  of  Dollars) 

Estimated 

Proposed 

Change 

%  Change 

1980 

1993 

1994 

1993-1994 

1993-1994 

DEPARTMEr4T  OF  HOUSING  AND  URBAN  DEVEU 

PMENT 

Comm.  Dev.  BIk.  Gmnt-CDBG  (30%  ruraO 

3,8«Z0 

4,000.0 

4,133.7 

133.7 

3.3% 

Section  108  Loans* 

157.0 

2,000.0 

2.054.0 

54 

Z7% 

Honw  BIk.  Grant  (40%  State  Allocation) 

— 

1,000.0 

1,088.6 

88.6 

8.9% 

HOPE 

— 

361.0 

109.2 

-251.8 

-69.8% 

DEPARTMENT  OF  INTERIOR 

State  Outdoor  Rec.  (LWCF)  Grants 

318.6 

24.8 

24.8 

-0.05 

-0.2% 

State  Historic  Preservation  Grants 

43.8 

29.0 

31.0 

2 

6.9% 

Payment  in  Lieu  of  Taxes  (BLM) 

108.0 

105.0 

104.0 

-1 

-1.0% 

DEPARTMENT  OF  LABOR 

JTPA  Adult/Youth  Programs 

3.342.0 

1.741.7 

1.716.7 

-25 

•1.4% 

Summer  Youth 

2,330.5 

670.7 

670.7 

0 

0.0% 

Oiskx»ted  Worker 

1.664.4 

566.6 

1.900.0 

1333.4 

235.3% 

Comm.  Service  EmpL  for  OMer  Amer. 

266.9 

390.1 

421.0 

30.9 

7.9% 

SMALL  BUSINESS  ADMINISTRATION 

503/504  Cert  Development  Co.  Loans* 

250.0 

700.0 

761.2 

61.2 

8.7% 

Sec  502  Dev.  Company  Loans* 

44.7 

39.6 

146.5 

106.9 

269.9% 

General  Business  Loans  (7A)* 

3.000.0 

3,618.0 

6.589.0 

2971 

8Z1% 

Small  Bus.  Investment  Co.  Loans* 

148.8 

163.2 

167.7 

4.5 

Z8% 

Minority  Ent  SBIC  Loan* 

32.5 

17.4 

17.9 

0.5 

ZV 

SBOC  Program 

3.9 

67.0 

67.0 

0 

0.0% 

Micro-enterpfise  Loan  Program 

— 

31.4 

33.7 

Z3 

7.3% 

Micro-enterprise  Technical  Assistance 

— 

6.0 

6.0 

0 

0.0% 

TENNESSEE  VALLEY  AUTHORITY 

Economic  and  Community  Resources 

1Z4 

20.1 

20.3 

0.2 

1.0% 

DEPARTMENT  OF  TRANSPORTATION 

Surface  Transportation  Program 

3.317.4 

3.415.6 

98.2 

3.0% 

Sec  18  Federal  Tranat  Grants  (100%  niraO 

57.1 

106.0 

131.0 

25 

23.6% 

Local  Ral  Freight  Assiitanca 

82.6 

8.0 

0.0 

•8 

-100.0% 

Essential  Air  Servics 

95.8 

38.6 

38.6 

0 

0.0% 

NOTES: 

*  loan  guarantee  auttiorily 

The  amounts  Islad  in  this  chart  do  not  include  the  19 

aappropria 

ionsraquai 

■din  the  Pi 

MUenTs 

stimulus  package. 

7Mf  tptdat  rtport  wai  pnpand  by  HADO  ItgiMlmim  Aneijm  Seott  D.  Vhlfpk  md  KomiOi  AitUtam  F.  Okst  fltoa 
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How  are 


regional 
developinent 
organizations 
helping  62  million 
rural  Americans 
build  communities 
and  create 


jobs? 
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Rural  areas  exceed 
the  ROfional  average 
in  the  fallowins 
tategeries: 


(n  addition,  rsrai 
per  (apita  iocome  is 
far  lower  ($13,786) 
than  the  national 
average  ($17,592). 


Wliat  is 

rural  Ainerica? 


WHY  IS  A  HEALTHY  RURAL  ECONOMY  IMPORTANT? 
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What  are 

regional  development 

orsanizations? 


R>-i 


i.d  .i- 


Area  Develapmeiil  Distrki  fADDI 
Business  Development  Corporation 
Council  of  Governments  (COG) 
Development  Council 
Eionomit  Development  Conmission 
Eionomit  Development  District  (EDD) 
.ocol  Development  District  (IDD) 
Plonning  District  Comraission  (PDC) 
Planning  and  Development  District  (PDD) 
Regional  Development  Center  (RDCI 
Regionol  Planning  Commission  (RPC) 


nil.-.     lllO^  hell.  i(i.- 


i.i  .■l.l.-rlv.  job 


la  rural  areas,  it         j 
often  makes  sense  t»9 
consolidate  certain      ' 
services  under  the 
"umbrella"  of  a 
regionol  development 
orgsniiation.  For 
example,  operating  a 
landfill  in  compliance 
with  federal 
regviotions  is  both 
expensive  and 
diffKult.  By  pooling 
resovrcet  and 
expertise,  several 
counties  can  join 
together  to  operate 
one  regioDol  landfill, 
avoidiiig  duplication 
of  services,  saving 
tox  dollars,  and 
ensuring  o  safe 
enviroamenl. 
Whhost  0  regional 
approoch,  this  type 
of  solution  would  be 
impossible. 
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ECONOMIC  &m 
UiDUSTRIAl 

DEVE10PM5HT 


What  services  do 
regional  developinent 
organizations 
provide? 


nCHNICAl 

ASSISTANCE  TO 

lOCAl  SOli»  WASTE 

GOVERNMENTS       '  HAt^AGEMENT 


TRAKSPORTATiON 
PLANNING 


SMAU  BUSINESS 


Mami.  Ikt.lf^.-I^ 
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Why  is  a  regional 
approacli  the  most 
effective  solution  to  rural 
problems? 


tii-.r.^  (In.piTill.-  Will' 

Tiiov  irleniil'.  ' 


.i!o  and  arc  tfio  i;i.,>l  oftniciii  n.n 


BEPASTMENT  OF  AeUCUlTURE 

Rarai  Deveiopnent  Mministration  ■  water,  sewer,  bosimss  and  industry  loons 

Forest  Serviie  ■  ossislanie  to  forest  dependent  areas 

DEPARTMENT  OF  COMMERCE 

E<anomi<  Development  Administrotion  -  grants  for  planning,  pabli(  works 
ond  revolvins  loon  funds 

DEPARTMENT  OF  HOUSINO  AND  URBAN  DEVELOPMENT 
Community  Development  Blo<k  Grant  Smoll  Cities  Progrom 

APPALACHIAN  REGtOHAl  COMMISSION  -  regional  deveiopnent  programs 

SMAU  BUSINESS  ADMINISTRATION  -  small  bosiness  loans,  girarsnlccs 


|..par 


How  does  NADO  lielp 
regional  organizations 
strengtlien  rural 
America? 


w 


Roral  lUntrUa 
a  ia  irtmsition,  from 
a  land  and  reuorte- 
based  e<ORoay  to 
oae  eagdged  in 
trade  and  senri<es 
with  urbfln  residents 
qad  the  world.  The 
KoliaiHil  Assstiation 
of  De*ei«|HiieBl 
OrsatriuftORs' 
sisston  is  to  provide 
the  iBfomottoa 
Bctesniry  for 
rwai  Ameriuiu 
to  take  cosirel 
of  their  ewa  destiRf. 
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ECONOMJIUMEI,OPMENT 

[   DIGEST] 


Vol.  2,  No.  6  A  monthly  report  for  the  economic  development  community 


June  1993 


Substate  Regionalism  In  the  US:       What  is  the  Best 
Diversification  and  Responsiveness  Way  to  Evaluate 


Economiic  DeDelopment  District  (EDD) 

Regional  Planning  Commission  (RPC) 
Planning  and  Development  District  fPDD] 

Council  of  Governments  (COG) 
Economic  Development  Commission  (EDO) 

Area  Development  District  (ADD) 
Business  Development  Corporation  (BDC) 

Local  Development  District  (LDD) 


According  to  "An  Etiquette  for 
the  1990s  Regional  Council"  by 
Patricia  S.  Atkins  and  Laura 
WUson-Gentiy,  substate  regional 
organizations  look  and  act 
dlflferently  than  they  did  in  past 
decades.   Known  by  a  variety  of 
names  (see  above  examples), 
regional  councils  are  substate. 
multicounty  planning  and 
development  organizations  that 
provide  an  array  of  services.  The 
authors  identily  over  500  of 
these  regional  organizations  in 
the  US. 

Most  regional  councils  were 
created  between  1965  and  1975. 
At  that  time,  regional  councils 
served  primarily  as  comprehen- 
sive plannmg  agencies.  These 
multicounty  agencies  worked 
closely  with  the  federal  govern- 
ment, which  emphasized  re- 
gional approaches  and  provided 
funding  through  a  large  number 


of  federal  pro- 
grams. As  the 
federal  govern- 
ment reduced 
the  nimiber  of 
comprehensive 
federal  planning 
programs  directly 
supportive  of 
substate  region- 
alism, regional 
coimcll  activities 
shifted  from 
federally  man- 
dated planning  to  membership 
assistance  and  services  delivery. 
The  new  regional  coimcil  became 
market  sensitive  by  staying 
attuned  to  customer  preferences 
and  became  consumer  driven 
rather  than  provider  driven. 

In  addition  to  comprehensive 
planning,  regions  now  sponsor 
many  programs,  including 
services  for  the  poor  and  elderly. 
Job  training,  small  business 
finance,  and  minority  enterprise 
programs.   Regional  councils 
have  also  developed  closer 
relationships  with  the  states 
during  the  80s. 

llieeOs&TOs 

In  the  formative  decades  for 
regional  councils,  prudence 
dictated  a  low  profile  for  the 

"Regional"  continued  on  page  7 


a  Program? 

Government  programs  have 
historically  been  measured  by 
how  program  mangers  conform 
to  specific  standards  or  whether 
or  not  they  have  followed  the 
correct  procedures.   Mciny  public 
administrators  feel  that  tills 
system  of  "compliance  account- 
ability" pays  little  attention  to 
whether  the  actual  goals  of  the 
program  are  being  met. 

In  academic  circles  the  debate 
is  referred  to  as  "compliance 
accountability  versus  perfor- 
mance accountability."   Some 
public  managers  beUeve  the 
government  should  not  ask  did 
you  follow  the  procedure'  but 
rather  did  you  accomplish  the 
program's  goals.' 

Performance  accountability  is 
capturing  the  imagination  of 
many  in  government  as  the  best 
way  to  measure  if  a  program  is 

'Evaluate"  continued  on  page  7 


In  This  Issue... 


"Digestibles" 

EDD  Map 

EDD  Map 

Enterprise  Zones 
Training  Calenda 


A  publication  of  tlie  National  Association  of  Development  Organizations  (NADO)  Researcli  Foundation 
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Page  2 


Economic  Development  Digest 


Viewpoint 


Tins  nionth*s  Dfgcsf  has  two 
articles  on  substate  regional- 
ism. The  re^onalism  article  on 
page  one  describes  the  changes 
that  have  occiirred  during  the 
Mast  30  years,  and  shows  that 
geglonal  councils  have  adapted 
Ho  changing  circumstances. 
W-    The  Economic  Development 
BJistrict  (EDD)  article  below 

Editor's  Note 

The  May  1993  Digest  con- 
tained an  artist's  rendering  of  a 
map  of  nonmetropolitan  America 
on  page  two.  A  number  of 
readers,  including  the  Albemarle 
Commission's  Clarke  Martin  in 
E;astem  North  Carolina,  wrote  to 
tell  us  that  their  area  had  been 
incorrectly  Identifled  as  metro- 
politan on  the  map. 

The  map  was  titled  "What  is 
Rural  America? "  but  showed 
nonmetropolitan  counties. 
Although  most  people  use  the 
words  "nonmetropolitan "  and 
"rural"  interchangeably,  they 
have  very  distinct  meanings. 
Nonmetropolitan  is  a  definition 
from  the  Office  of  Management 
and  Budget  (OMB)  and  was  used 
to  create  the  map.  Rural  is  a 
definition  used  by  the  Census 
Bureau  and  is  much  more 
inclusive  than  nonmetropolitan. 

For  example,  while  OMB 
states  that  about  80  percent  of 
the  US  land  mass  is 
"nonmetropolitan,"  the  Census 
figures  show  almost  98  percent 
of  the  US  area  as  "rural. '"  We 
apologize  for  the  confusion. 


'describes  how  these  re^onal 
oiganizatlons  serve  a  particu- 
larly Important  role.  Of  the 
approximately  500  regions  that 
exist  today,  more  than  300  are 
Economic  Development  Dis- 
tricts. The  map  on  pages  4  and 
5  shows  the  boundaries  of  the 
eaOstlng  EDDs. 

Regional  coordination  and 
re^onal  service  delivery  are  not 
new  Ideas.  Host  of  the  fedetal 
programs  that  promote  regional- 
ism were  created  in  the  60s. 
However,  today  more  than  ei'er, 
reglonaUsm  la  not  a  luxuiy,  but 
a  necessity. 

Local.govenunents  simply  do 
not  ha-ve  the  resources  or 
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capacl^  to  provide  many 
essential  services  by  them-         \ 
selves.  "When  local  govern- 
ments participate  In  a  regional 
program,  they  are  creating  the 
institutional  capacity  to  solve 
their  area's  problems  in  a  more 
efficient -way. 

Although  founded  In  the 
60s.  regional  de\'elopment 
organizations  are  IdeaBy  suited 
to  meet  the  challenges  of  the 
90s.  Many  of  these  organiza- 
tions have  ex-panded  their  scope 
to  meet  the  needs  of  the  com- 
munities they  serve.  Wth 
continued  communication  and 
educational  efforts,  regions  will 
help  local  governments  meet 
new  challienges. 


Economic  Development  Districts... 
See  This  Month's  Centerfold  Map 


Economic  Development 
Districts  (EDDs)  are  multi- 
county,  planning  and  develop- 
ment organizations  that  encour- 
age cooperation  between  citi- 
zens, local  government  officials, 
and  the  private  sector.  Origi- 
naUy  created  in  the  1960s  by 
the  Economic  Development 
Administration,  they  have  grown 
in  number  to  over  300  and  are 
located  throughout  the  US  (see 
the  map  on  pages  4  and  5). 

Local  governments,  particu- 
larly in  rural  and  small  metro- 
politan regions,  depend  on 
Economic  Development  Dis- 
tricts for  professional  assis- 
tance.  In  many  communities, 
local  elected  officials  serve  on  a 
part-time  basis  and  have  Uttle  or 
no  staff.  For  example,  the  Mid- 
East  Commission,  an  Economic 
Development  District  in  North 
Carolina,  serves  a  rural  five 
county  region.  Of  the  40  mu- 
nicipalities, 27  do  not  have 
managers  or  administrators, 
and  only  16  have  a  part-time 


town  clerk.   Like  most  EDDs,  the 
Mid -East  Commission  is  multi- 
functional, providing  a  variety  of 
services  from  Job  training  pro- 
grams to  soUd  waste  disposal 
planning,  and  smaU  business 
finance. 

The  December  1992  Economic 
Development  District  Quality 
Action  Team  Report  identified  the 
mission  of  EDDs  as  foUows:  "The 
mission  of  an  Economic  Develop- 
ment District  is  to  identify  and 
address  economic  problems  and 
opportunities  through  an  overaU 
economic  development  program, 
which  is  prepared  and  coordi- 
nated locally  by  a  locaUy  con- 
trolled muWcounty  organization, 
"and  uses  EDA  programs  and  all 
available  resources." 

To  qualify  as  an  EDD,  a  region 
must  first  be  designated.  On  the 
EDD  map,  designated  Districts 
are  shown  in  gray,  and  funded 
Districts  are  shown  in  green.  For 
additional  information  on  the 
EDD  program  contact  Luis  F. 
Bueso  at  (202)  482-3027. 
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Development  "Digestibles" 


Have  Inspectors 
General  Been 
Successful? 


SBA  Export 
Video  Available 


Have  Inspectors  General  OG) 
been  effective  agents  In  the  fight 
against  government  waste,  fraud, 
and  abuse?  In  a  new  book 
published  by  The  Brookings 
Institution,  Monitoring  Govern- 
ment Inspectors  General  and  the 
Search  for  Accountability,  author 
Paul  Light  argues  that  IGs  have 
been  largely  unsuccessful.   IGs 
were  given  the  freedom  to  moni- 
tor according  to  three  very 
different  philosophies:  compli- 
ance accountability,  performance 
accountability,  and  capacity- 
based  accountability.  As  Light 
demonstrates.  IGs  became 
increasingly  oriented  toward 
compliance  accountability. 
Compliance  accountability  relies 
on  detailed  rules  and  regulations 
to  promote  conformity.  The 
author  attributes  the  shift  to  the 
fact  that  politicians,  in  both  the 
legislative  and  executive 

branches,  naturally  find  compliance  monitoring 
more  attractive.   Compliance  monitoring  pro- 
duces clear-cut  results  that  may  easily  be  used 
to  preserve  a  program's 
political  viability.    Light 
argues  that  IGs  lilti- 
mately  must  fall  if  they 
continue  to  ignore  long- 
term  strategies  for 
short-term  solutions. 
He  concludes  that  "the 
IGs  have  not  done  their 
Job  poorly,  but  they  may 
be  doing  the  wrong  Job  - 
-  putting  too  much 
emphasis  on  compli- 
ance and  not  enough  on  performance  and 
capacity  building. "  For  more  information  call 
The  Brookings  Institution  at  (202)  797- 
6000;  copies  are  $12.95. 


The  US  Small  Business 
Administration  and  the  Bank  of 
Boston  have  announced  the 
creation  of  a  new  educational 
videotape  designed  to  "help  take 
the  fear  out  of  exporting"  for  new 
exporters.   The 
35  minute 
"Basics  of 
Exporting"  video 
explains  the  nuts 
and  bolts  of  selling 
overseas  and  is 
geared  toward  the 
novice.   The  video 
provides  information 
on  selling  and  distributing, 
getting  goods  overseas,  payment 
mechanisms,  and  sources  of 
financing  and  marketing  re- 
sources.  The  'Basics  of  Ex- 
porting" video  is  being  distrib- 
uted nationwide  i^  the  SBA 
and  can  be  purchased  by 
calling  (800)  827-5722.    The 
cost  is  $30.00. 


Online  Service 
for  Rural  Areas 

HandsNet.  an  online'  com- 
puter service  for  organizations 
promoting  economic  and  social 
change,  provides  users  with 
notices  on  federal  and  state 
public  policy  and  legislation. 
HandsNet  also  summarizes 
human  service  issues  from 
national  newspapers  and  wire 
services,  and  offers  forums  on 
various  development  and  social 
change  issues.   The  forums  put 
users  in  touch  with  other  organi- 
zations working  to  promote 
development  in  rural  America. 
Topics  discussed  include  micro- 
enterprise  and  small  business 
development,  employment  and 
Job  training,  and  strategic  'plan- 
ning.   Environmental  topics, 
including  solid  waste  and  waste- 
water disposal,  are  also  covered, 
fri  addition.  HandsNet  provides 
electronic  data  transfer,  e-mail 
and  FAXing  services.   The  com- 
munications software  costs  $100 
and  a  one  year's  subscription  is 
$270.  For  more  ij\formation, 
call  (408)  257-4500. 


Timber  Bridges  Are  A  Viable 
Alternative  With  SLAM 

The  US  Forest  Service,  in  conjunction  with  New 
Mexico  State  University,  and  local  resource  conserva- 
tion and  development  districts  (RC&Ds)  has  devel- 
oped a  new  computer  program,  SLAM,  to  help  in  the 
design  of  timber 

\    . J. 


bridges.   SLAM,  or 
Stress  Laminated 
Wood  Deck  Design 
program,  is  avail- 
able for  $60.00  and 
is  being  previewed 
at  a  conference  in  Las  Cruces.  NM.  The  Timber 
Bridge  and  Wood  Structure  Conference  will  be  held 
June  8-10.   For  more  ij\formation  call  Jornada 
RC&n  at  (505)  526-1424. 


^I^C^^^y 
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Ek^onomic  Empowerment  Act 


The  President's  Enterprise  Zone  Proposal 


The  Clinton  Administration 
has  released  preliminary  infor- 
mation on  the  Economic  Empow- 
erment Act  of  1993.   President 
Clinton  discussed  his  plan  during 
a  May  4  conference  ceill 
to  a  number  of  commu- 
nity leaders.  The  act 
would  create  10  em- 
powerment zones,  six 
urban,  three  rural  and 
one  Indian  reservation; 
and  100  enterprise 
communities,  65 
urban,  30  rural,  and 
five  Indian  reserva- 
tions, in  economically 
distressed  areas.  The  Economic 
Empowerment  Act  incorporates 
"trajdltlonal"  enterprise  zone  tax 
incentives  as  its  foundation.   It 
builds  on  this  foundation  by 
Including  provisions  recognizing 
"human  and  community  needs" 
such  as  education  and  Job 
training,  day  care,  housing,  and 
community  policing. 

ChaDea^  Giant  Process 

Empowerment  zones  and 
enterprise  communities  will  be 
designated  through  a  competi- 
tive, "challenge  grant"  process. 
To  apply,  eligible  coimnunitles 
will  be  required  to  submit  a 
comprehensive  strategic  plan 
demonstrating  how  the  commu- 
nity, private  sector,  and  local 
government  will  work  together  to 
deliver  and  use  government 
services  In  "innovative"  ways. 
President  Clinton's  overview  of 
the  plan  released  at  the  May  7 
briefing  states.  This  proposal 
offers  local  communities  the 
Incentives,  targeted  Investments, 
deregulation  and  flexibility  they 
need  to  work  with  the  private 


sector  to  develop  comprehensive 
economic  strategies  to  generate 
business,  create  Jobs,  make  their 
streets  safe,  build  commimlty. 
and  empower  people." 

Increased  FlexiUttty 

Applications  will  be 
made  to  an  Enterprise 
Board,  made  up  of  the 
various  Cabinet  level 
Secretaries,  and  up  to 
1 1  individuals  desig- 
nated by  the  President. 
The  Board  will  serve  as 
"a  single  point  of 
contact"  to  review 
proposals,  comprehensive  strate- 
gic plans,  and  "requests  for 
assistance  and  regulatory  waivers 
for  each  local  community"  if  it 
determines  that  a  waiver  would 
further  the  goals  of  a 
commimlty's  strategic  plan. 

Other 
Conqmnents 


"empowerment"  incentives  such 
as  "Resident  Empowerment 
Savings  Accounts"  for  educa- 
tion. purchEise  of  a  first  home, 
or  starting  a  small  business;  (3) 
employment  and  training 
credits  for  zone  residents;  (4) 
investments  for  enterprise 
grants  and  community  policing: 
(5)  "zone  priority  investments" 
giving  designated  communities 
priority  status  when  applying 
for  federal  funds  essential  to 
their  comprehensive  economic 
development  strategy,  including 
community  development  banks. 
SBA  and  Commerce  funds  and 
technical  assistance,  and  Job 
training. 


In  addi- 
tion to 
enhanced 
flexibility  to 
coordinate 
strategic 
plans, 
empower- 
ment zones 
and  enter- 
prise com- 
munities will 
be  eligible 
for  five  basic 
forms  of 
incentives 
and  invest- 
ments:  (1) 
capital  incentives  such  as  tax 
exempt  bonds  for  investments  in 
tangible  property  in  the  zone:  (2) 


Long-term,  stable 
economic  growth  in  se- 
verely distressed  areas 
must  be  achieved 
through  a  coordinated 
plan  of  economic,  hu- 
man, and  physical 
development. ..Not  a 
single  dollar  will  go  out 
without  a  coordinated 
strategy 

-Bill  Clinton 


The  president  has  requested 
that  at  least  $3  billion  in  exist- 
ing federal  program  funds  be 
targeted  to 
empowerment 
zones  and 
communities. 
In  addition. 
$500  million  Is 
authorized  for 
FY  94  and  95 
for  "Enterprise 
Grsmts"  and  an 
equal  amount 
for  "Commu- 
nity Policing." 
Furthermore, 
the  budget 
includes  $4. 1 
billion  over  five 
years  in  tax 
incentives  for 
designated 
communities, 
with  80  percent  of  that  cost 
coming  fi:x)m  employment  and 
training  wage  tax  credits. 
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•"Regional"  cxmtinued  Jrom  page  1 

newcomers,  as  they  advanced 
from  a  position  of  non-existence 
to  virtual  coverage  of  the  United 
States.   The  60s  saw  authoriza- 
tion of  many  new  substate 
organizations  including  Eco- 
nomic Development  Districts 
(EDDs)  created  by  the  Economic 
Development  Administration  (see 
map  on  pages  4  and  5).  and 
Local  Development  Districts 
(LDDs)  created  by  the  Appala- 
chian Regional  Commission, 
both  in  1965.  By  their  peak  year 
in  1976.  669  regional  councils 
existed. 

The  70s  were  a  period  of 
further  federal  support  of  re- 
gional councils.   Significant 
federal  initiatives  in  comprehen- 
siue  health  care  plarmlng.  com- 
prehensive employment  training. 
comprehensive  substance  abuse 
planning,  emergency  medical 
systems  networks,  and  elderly 
care  planning  coordination 
stimulated  regional  council 
entrance  into  the 
health  and 
himian  services 


By  the  end  of 
the  70s  there 
were  47  federal 
programs  that 
gave  preferential 
treatment  to 
regional  councils 
as  eligible 
recipients  or 
required  a 
regional  plan  or 
planning  agency 
for  receipt  of  funds. 

llieSQs&gOB 


The  low  profile,  close  federal 
partnership  pattern  was  rear- 
ranged in  the  80s  as  the  Reagan 
presidency  ushered  in  an  era  of 
public  poUcy  that  focused  on  the 
private,  rather  than  public 
sector.  Through  the  Omnibus 


Budget  Reconciliation  Act  of 
1981.  59  categorical  grant 
programs  were  eliminated,  and 
80  other  categorical  programs 
were  consolidated  into  nine 
block  grants.  All  of  the  block 
grants  were  state-administered. 

Remaining  programs  were 
recast  to  enlarge  state  responsi- 
bility and  autonomy,  while  the 
federal-regional  and  federal-local 
relationships  were  neglected.   In 
many  polaces  the  locus  of  re- 
gionalism began  to  shlfte  to  the 
state  level. 

Some  states  maintained 
regional  coimcils  in  the  absence 
of  strong  federal  support  and 
gave  regional  organizations 
increased  authority  to  directly 
deliver  areawide  services  during 
the  80s. 

Atkins  and  Wilson-Gentry 
identified  five  rules  that  regional 
councils  followed  in  their  forma- 
tive years:  1)  stay  with  the  feds. 
2)  maintain  a  low  profile.  3) 
provide  comprehensive  planning 
assistance  only.  4)  don't  com- 
pete with  the 
public  sector.  5) 
and  don't 
compete  with 
the  private 
sector. 


Regional  activi- 
ties have  diversified, 
and  shifted  fi-om  fed- 
erally  mandated 
comprehensive  plan- 
ning to  membership 
assistance  and  pro- 
fessional service  de- 
livery. 


Today, 
regional  coun- 
cils have  a  new 
set  of  rules 
according  to  the 
authors:    1)  go 
with  the  states. 
2)  market  your 
agency.  3)  pick 
a  few  things  to  do  well.  4)  invite 
compeUtlon.  5)  and  be  innova- 
tive. 

This  article  was  based  on  a 
paper  presented  bi/  Patricia  S. 
Atkins  and  Laura  Wilson- 
Gentry,  at   the  1992  Regional 
Cooperation  Symposium, 
Wright  State  Universi^, 
Dayton.  Ohio,  May  29  &,  30, 
1992. 


"Evaluate"  continued  Jrom  page  1 

having  the  desired  effect.   Made 
popular  by  the  book  Reirwenting 
Government,  performance  ac- 
coimtabllity  sets  goals  or  objec- 
tives for  a  program  and  measures 
the  progress  made  toward  them. 
Instead  of  asking  if  the  correct 
paperwork  was  filled  out  in 
triplicate,  the  question  becomes: 
was  the  region's  economy  im- 
proved? 

Compliance  accountability 
relies  on  detailed  rules  and 
regulations  to  promote  confor- 
mity.  Compliance  management 
assimies  people  have  to  be  told 
exactly  what  to  do  and  how  to  do 


Time  to  Pafonn 

The  Director  of  the  Office  of 
Management  and  Budget,  Leon 
Panetta.  has  called  performance 
accountability  "the  foundation 
for  much  of  what  we  seek  to  do, 
as  we  go  about  the  task  of 
reinventing  government." 
Not  only  is  the  concept 
gaining  popularity  within  the 
executive  branch,  but  also  with 
Congress.  Senator  William  V. 
Roth  Jr.  (R-DE)  has  Introduced  a 
bill  that  would  establish  perfor- 
mance measurements  for  federal 
agencies  and  set  up  10  demon- 
stration projects  to  try  the 
concept  in  real  life  situations. 
The  bill  would  also  create  five 
pilot  projects  tying  program 
achievement  with  resources. 
Too  often  in  Washington,  there 
is  a  tendency  to  focus  just  on 
how  a  program  is  spending  its 
money  and  whether  it  is  follow- 
ing proper  procedures   -  with 
little  concern  over  what  the 
program  is  actually  achieving." 
said  Roth.  The  bill  has  been 
endorsed  by  the  Clinton  admin- 
istration. 

fSee  the  related  book  review 
on  Inspectors  General,  and 
their  effectiveness  on  page  3.) 
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nATIOIHAL  ASSOCIATiOn  OF  DEVELOPMEnT  ORGAmZATlQ!^ 

444  North  Capitol  Street,  N.  W.,  Suite  630,  Washington,  D.C.  20001    202-624-7806    FAX  202-624-8813 

August  30,  1993 

The  Honorable  Paul  D.  Wellstone 
United  States  Senate 
702  Hart  Senate  Office  Building 
Washington,  DC  20510 

Dear  Senator  Wellstone: 

On  behalf  of  Terry  Stone,  Jim  Deffenbaugh,  and  the  members  of  the  National  Association  of 
Development  Organizations  (NADO),  let  me  express  my  appreciation  for  your  interest  in  the 
effectiveness  of  the  Department  of  Agriculture  and  the  Small  Business  Administration's  rural  efforts. 
With  your  leadership  as  Chairman  of  the  Senate  Small  Business  Committee  Subcommittee  on  Rural 
Economy  and  Family  Farming,  I  am  confident  that  the  federal  government's  response  in  rural  areas 
will  be  more  focused  and  of  increased  benefit  to  rural  consumers  and  entrepreneurs. 

I  appreciated  the  opportimity  to  testify  and  offer  my  insight  on  the  effectiveness  of  federal 
programs  in  rural  and  small  town  America,  and  I  welcome  the  chance  to  answer  further  questions  in 
writing.    My  responses  to  the  questions  you  provided  me  on  behalf  of  Senator  Pressler  are  as  follows: 

•  Development  organizations  in  my  home  state  of  South  Dakota  have  cited  significant 
paperwork  requirements  as  one  of  the  largest  barriers  between  a  small  community 
tmd  federal  aid.   Is  this  a  common  stumbling  block  for  rural  economies? 

Yes,  a  quarter  of  those  responding  to  a  survey'  of  rural  local  elected  officials  and  economic 
development  professionals  said  that  federal  programs  require  excessive  administrative  duties  and  too 
much  paperwork.    In  fact,  44  percent  cited  "red  tape"  and  the  inflexible  nature  of  federal  programs  as 
their  greatest  impediment  in  implementing  federal  programs  (a  copy  of  the  report  is  attached). 

As  was  noted  a  number  of  times  during  the  testimony  of  both  panels  of  witnesses,  the  Kansas 
Rural  Development  Council's  effort  to  design  and  test  a  single  loan  application  form  for  all  federal, 
state  and  local  small  business  finance  programs  is  a  successfiil  model  that  should  be  studied  and  used 
nationwide.    Efforts  such  as  this  streamline  the  application  process  by  reducing  duplicitous  forms, 
reducing  administrative  burdens  on  applicants,  and  easing  and  fostering  interagency  and 
intergovernmental  cooperation,  all  of  which  will  help  target  economic  development  efforts  and  stretch 


'Rural  America:  Worth  the  Investment  was  released  January  13,  1993  by  the  National  Association  of 
Development  Organizations,  the  National  Association  of  Towns  and  Townships  and  the  National  Association  of 
Counties.    The  report  summarized  the  finding  of  a  survey  of  lOSO  rural  elected  officials  and  regional 
development  organizations. 
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limited  government  dollars.    (This  effort  was  initiated  by  NADO  Board  of  Directors'  member  Jack 
Alumbaugh.) 

•  An  article  that  recently  appeared  in  the  Los  Angeles  Times  labeled  South  Dakota 's 
economy  as  a  'Promised  Land  to  major  U.S.  corporations'  because  of  its  'bottom- 
up  '  approach  to  economic  stiitmlation  and  job  creation.  Have  local  economic 
initiatives  in  other  states  been  successfid  in  enlisting  federal  and  state  cooperation  for 
improved  rural  economies? 

In  rural  areas  across  the  country,  regional  development  organizations  have  successfiilly  linked 
federal,  state,  local  and  private  sector  dollars  to  create  economic  opportunities  and  develop  long-term, 
well-paying  jobs  in  rural  economies.   The  Economic  Development  Administration's  network  of 
Economic  Development  Districts  (EDDs)  has  enabled  distressed  communities  to  reverse  their 
declining  economic  base  and  take  control  of  the  direction  they  will  take,  all  of  which  has  been 
accomplished  with  local  people  guiding  the  path  and  local  people  holding  the  reins.     EDDs,  as  part 
of  their  enabling  legislation,  are  charged  with  developing  an  Overall  Economic  Development  Program 
(OEDP)  as  a  blueprint  of  their  economic  development  efforts.   OEDPs  must  meet  the  approval  of  the 
districts'  boards  of  directors,  which  include  local  elected  officials  comprising  at  least  half  of  its 
membership. 

Through  local  "ownership"  -  both  through  accountability  and  policymaking  ~  regional 
development  organizations  have  a  proven  and  successful  track  record  of  providing  rural  communities 
with  the  professional  capacity  to  enlist  federal  and  state  cooperation  and  economic  development 
assistance. 

The  efforts  of  the  State  Rural  Development  Councils  (as  mentioned  in  both  USDA  Under 
Secretary  for  Small  Community  and  Rural  Development  Bob  Nash  and  SBA  Assistant  Administrator 
for  Financial  Assistance  Charles  Heitzberg's  testimony)  in  fostering  federal  and  state  cooperation  to 
solve  locally-identified  needs  is  also  helpful. 

•  Ms.  Wohlbruck  and  Mr.  Stone,  what  type  of  federal  programs  will  your  groups 
advocate  for  long-term  solutions  to  those  economies  hit  heaviest  by  the  'Great  Flood 
of  •931 

Long-term  strategic  planning  and  local  technical  capacity  form  the  foundation  on  which 
economic  development  is  built  and  should  be  the  core  of  the  federal  relief  effort.   The  capacity  to 
plan  and  implement  recovery  efforts  are  first  and  foremost.    For  this,  the  Economic  Development 
Administration's  programs  will  be  essential.   Without  proper  and  adequate  planning,  state  and  federal 
dollars  will  not  be  used  to  best  meet  the  needs  of  those  affected  by  the  flood.   Once  a  plan  is 
developed,  the  communities  will  need  a  wide  range  of  federal  programs,  from  public  works  grants  to 
help  r^uild  infrastructure  to  Small  Business  Administration  loans  to  help  businesses  reopen  to 
Department  of  Housing  and  Urban  Development  and  Farmers  Home  Administration  programs  to  help 
people  rebuild  their  homes. 
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The  need  for  locally  guided  and  based  institutional  capacity  is  as  essential  for  chronically 
distressed  and  disadvantaged  communities  as  it  is  for  those  communities  adversely  affected  by  a 
sudden  economic  downturn  or  a  natural  disaster.  In  rural  communities,  where  professional  and 
technical  capacity  is  so  limited,  regional  development  organizations  are  the  cornerstone  of  the 
economic  development  foundation.  Regional  development  organizations  provide  the  capacity  to 
develop  and  implement  long-range  plans  to  help  communities  buUd  and  strengthen  their  economies,  as 
well  as  clean  up  after  and  recover  from  this  sever  flood. 

For  flood  affected  communities,  regional  development  organizations  can  coordinate  efforts  at 
the  local  level  so  that  locally  identified  needs  are  met.   The  staff  of  regional  development 
organizations  provide  technical  assistance  to  local  governments  and  businesses  so  they  can  apply  for 
federal  and  state  grants  to  aid  in  their  recovery. 

I  appreciate  the  opportunity  to  testify  and  answer  these  additional  questions.    I  hope  that  my 
testimony,  and  that  of  the  other  witnesses,  proves  helpful  as  you  continue  your  efforts  to  improve  the 
federal  role  in  rural  economic  development. 

If  you  have  further  questions  or  there  is  any  additional  information  or  assistance  I  can  provide 
you  and  your  staff,  please  contact  me,  or  NADO  Legislative  Analyst  Scott  Whipple,  at  624-7806. 

Sincerely  yours. 


~-^^      -^Aliceann  Wohlbruck 
Executive  Director 
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Senator  Wellstone.  Thank  you. 

Mr.  Deffenbaugh,  first  of  all,  let  me  welcome  you  and  send  word 
from  Senator  Kempthorne  that  he  is  in  an  Armed  Services  Com- 
mittee mark-up,  which  is  the  one  thing  you  cannot  miss.  He  was 
trying  to  get  here;  he  may  still  get  here.  But  in  case  he  does  not 
while  you  are  testifying,  I  wanted  to  let  you  know  what  his  conflict 
is  right  now. 

Thank  you  for  coming. 

STATEMENT  OF  JIM  DEFFENBAUGH,  EXECUTIVE  DIRECTOR, 
PANHANDLE  AREA  COUNCIL,  HAYDEN,  IDAHO 

Mr.  Deffenbaugh.  My  name  is  Jim  Deffenbaugh;  I  am  the  exec- 
utive director  of  the  Panhandle  Area  Council  from  northern  Idaho. 
I  would  like  to  thank  you  for  inviting  me  to  testify  at  today's  hear- 
ing. 

PAC  is  one  of  six  regional  economic  development  planning  dis- 
tricts in  the  State  of  Idaho.  Our  area  of  responsibility  covers  five 
northern  counties  of  Idaho.  The  area  encompasses  4,731,000  acres 
with  a  population  of  127,000.  Two  Native  American  Indian  tribes 
reside  in  our  area,  the  Coeur  d'Alene's  and  the  Kootenai's,  and  the 
region's  land  resources  are  divided  up  into  about  53  percent  Feder- 
al, state,  and  municipal;  47  percent  private,  of  which  12  percent  is 
farm  acreage. 

PAC  serves  our  area  of  responsibility  through  the  following 
major  programs:  the  Small  Business  Development  Center  program; 
we  are  a  certified  development  company  under  SBA;  we  are  the 
only  regional  planning  district  that  is  a  micro-lender  under  SBAs 
first  demonstration  program.  We  own  and  operate  two  business  in- 
cubators; we  are  a  revolving  loan  fund  lender  under  both  EDA  and 
the  Community  Development  Block  Grant  Program.  We  are  also 
an  intermediary  lender  under  the  Farm  Home  Administration.  We 
are  an  economic  development  district,  a  regional  transportation 
planning  organization,  a  community  housing  development  organi- 
zation. We  are  a  partner  of  the  Private  Industry  Council,  Council 
of  Governments  and,  finally,  an  associate  office  of  the  U.S.  Depart- 
ment of  Commerce,  their  International  Trading  Department. 

To  provide  these  services  we  work  directly  with  the  Small  Busi- 
ness Administration,  the  Department  of  Commerce,  the  Economic 
Development  Administration,  the  Department  of  Housing  and 
Urban  Development,  Farm  Home  Administration,  Department  of 
Health  and  Human  Services,  and  the  Department  of  Labor. 

In  the  22  years  PAC  has  been  serving  our  area,  some  of  the  most 
promising  programs  that  we  have  used  to  meet  the  needs  of  small 
business  concerns  in  our  area  include  counseling  and  training  of- 
fered by  the  Small  Business  Development  Center,  the  504  lending 
program,  the  Revolving  Loan  Fund  programs,  the  Microloan  pro- 
gram, and  our  two  business  incubators. 

For  the  first  round  of  funding  of  the  SBA  Microloan  fund  demon- 
stration program,  PAC  was  the  only  regional  planning  district  to 
participate  in  the  program  nationally.  The  intermediary  loan  we 
received  from  SBA  was  for  $200,000.  We  anticipated  loaning  the 
funds  out  over  a  3-year  period.  The  first  loan  was  funded  in  Janu- 
ary 1993.  By  June  of  this  year  we  had  committed  $175,000  of  our 
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loan.  Our  loan  portfolio  is  secured  in  all  cases  by  equipment,  and 
we  average  now  about  $8200  in  each  loan.  If  we  continue  at  the 
current  pace  of  lending  our  fund  will  be  fully  committed  by  Octo- 
ber 1993  approximately  2  years  ahead  of  schedule. 

Most  of  the  microloans  have  been  to  young  businesses  needing 
equipment  to  help  foster  expansion.  Our  experience  has  shown  that 
young  businesses  1  to  3  years  old  have  trouble  finding  credit 
sources  even  for  small  capital  equipment  needs.  The  Microloan  pro- 
gram has  filled  this  critical  need. 

As  an  example,  one  of  our  loans  was  made  to  a  tenant  of  our 
Sandpoint  Incubator.  In  this  incubator,  we  have  a  complete  com- 
mercial kitchen.  Our  borrower  makes  Chocolate  Huckleberry  can- 
dies in  the  kitchen.  After  a  year  of  operation  the  borrower  wanted 
to  expand  her  production  and  needed  a  special  confection  mixer 
and  cooling  equipment.  PAC,  through  our  Microloan  program, 
loaned  $5,000  to  our  tenant  to  purchase  a  mixer  and  cooler.  With 
the  increased  production  ability,  the  borrower  was  able  to  secure  a 
contract  with  Lighthouse  Foods  of  Idaho  to  provide  Huckleberry 
Chocolate  candies  to  all  their  distribution  outlets.  The  business' 
gross  receipts  have  increased  over  800  percent  since  the  new  con- 
tract. 

I  brought  some  chocolates  along  if  you  would  like  to  sample 
those.  We  do  have  things  other  than  potatoes  in  Idaho. 

Senator  Wellstone.  Thank  you. 

Mr.  Deffenbaugh.  Although  the  Microloan  program  is  still  in 
the  demonstration  phase,  there  are  very  few  problems  with  the 
program  and  its  execution  by  SBA.  From  a  practical  standpoint,  we 
view  the  requirement  to  pay  the  loan  as  the  only  problem.  It  is  un- 
derstandable for  the  Government  to  maintain  capital  and  not  to 
grant  these  funds;  however,  because  of  the  tremendous  need  it 
would  be  valuable  to  communities  to  allow  the  funds  to  remain 
within  the  community  as  long  as  they  are  used  for  microloans.  Per- 
haps the  borrowing  agencies  could  make  interest  payments  on  the 
fund  if  they  choose  to  revolve  a  fund  on  a  continuous  basis. 

Another  highly  successful  venture  has  been  the  development  of 
our  two  business  incubators.  The  facilities,  coupled  with  the  coun- 
seling services  of  the  Small  Business  Development  Center,  have  fos- 
tered the  establishment  and  development  of  16  new  manufacturing 
businesses  with  110  jobs  in  a  3-year  period.  One  business.  Embroi- 
dered Corporate  Image,  was  featured  in  Forbes  Magazine  in  1993. 
The  article  described  their  extraordinary  growth  through  the  as- 
sistance of  the  SBDC's  staff  and  the  incubator  facility.  Today  this 
company  has  50  employees,  is  housed  in  their  new  504-financed 
14,000-square  foot  building,  and  continues  to  use  many  of  the  pro- 
grams PAC  has  to  offer. 

As  a  result  of  our  experience  in  counseling  many  small  business- 
es, two  problems  seem  to  face  the  majority  of  these  businesses.  One 
is  the  lack  of  capital,  capital  reserves  or  credit  to  take  advantage  of 
market  opportunities,  and  the  other  is  the  confusion  and  fear  over 
government  requirements  in  the  operation  of  their  business.  Most 
small  business  owners  indicate  that  they  understand  the  good  in- 
tentions behind  such  issues  as  health  care  reform,  the  Americans 
with  Disabilities  Act,  environmental  regulation,  minimum  wage 
hikes,  etc.  Individually,  the  regulations  may  not  seem  so  bad.  It  is 
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the  cumulative  effect  of  these  new  requirements  piled  on  year  after 
year  that  is  beginning  to  bury  them. 

Even  though  there  is  help  out  there  many  owners  simply  cannot 
afford  the  time  to  get  away  from  the  store,  nor  afford  the  cost  of 
having  someone  else  do  the  work  for  them.  The  result  is  fear  of  re- 
prisal and  loss  of  capital  and  income.  The  business  counseling  serv- 
ices have  helped  many  to  address  these  concerns  regarding  govern- 
ment regulations.  At  this  stage,  the  program  is  severely  hampered 
by  the  limitations  of  resources  to  meet  the  demand  of  small  busi- 
ness concerns. 

The  promise  to  own  and  operate  your  own  business  is  an  impor- 
tant part  of  rural  life.  Most  people  in  small  business  know  the  facts 
of  how  to  sell  or  manufacture  their  products.  If  Government  is  seri- 
ous about  helping  foster  the  continued  operation  and  development 
of  small  businesses,  we  need  to  develop  a  system  that  addresses  the 
real  concerns  facing  these  businesses.  Before  rules  are  imposed  on 
businesses  you  need  to  consider  the  effect  on  America's  small  busi- 
nesses. A  $50,000  piece  of  equipment  required  to  bring  a  manufac- 
turer in  line  with  clean  air  rules  is  one  thing  to  Kaiser  Aluminum 
Corporation  but  quite  another  to  Unitec  Fiberglass  with  their  three 
employees. 

Our  area,  PAC,  is  fortunate  to  be  able  to  participate  in  the 
micro-lending  program  and  the  Small  Business  Development 
Center.  Both  of  these  programs  address  two  critical  problems 
facing  small  businesses.  As  limited  as  the  programs  are,  they  oper- 
ate with  relative  efficiency  and  limited  confining  rules  and  regula- 
tions. 

I  would  like  to  thank  you  for  this  opportunity  to  testify  and 
would  be  glad  to  answer  your  questions. 

[The  prepared  statement  of  Mr.  Deffenbaugh  follows:] 
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STATEMENT  OF  JIM  DEFFENBAUGH,  EXECUTIVE  DIRECTOR  OF  THE 
PANHANDLE  AREA  COUNCIL  (NORTH  IDAHO),  BEFORE  THE  SMALL 
BUSINESS  COMMTITEE'S  SUBCOMMITTEE  ON  RURAL  ECONOMY  AND 
FAMILY  FARMING,  U.S.  SENATE,  Jiily  21,  1993. 


Mr.  Chairman,  members  of  the  Subcommittee  on  Rural  Economy  and  Family 
Farming,  I  am  Jim  Deffenbaugh,  Executive  Director  of  the  Panhandle  Area  Council 
(PAC)  from  Northern  Idaho.  I  also  serve  as  a  Board  Member  of  the  National 
Association  of  Development  Organizations  (NADO). 

I  would  like  to  thank  you,  Mr.  Chairman  for  inviting  me  to  testify  at  today's 
hearing. 

PAC  is  one  of  six  regional  economic  development  planning  districts  in  the  State 
of  Idaho.  Our  area  of  responsibility  covers  the  five  most  northern  counties  of  Idaho. 
The  area  comprises  4,731,874  acres  and  a  population  of  approximately  127,907.  Two 
Native  American  Indian  Tribes  reside  in  the  area:  the  Coeur  d'Alene's  and  the 
Kootenai's.  The  region's  land  resources  are  divided  into  about  53%  federal,  state  and 
municipal  ownership  and  47%  private  ownership,  with  12%  of  that  private  ownership 
in  farm  acreage. 

PAC  serves  the  our  area  of  responsibility  through  the  following  major 
programs: 

Small  Business  Development  Center 

Certified  Development  Company 

Micro  Lender  Under  SBA's  Demonstration  Program 

Incubator  Business  Innovation  Centers 

Revolving  Loan  Fund  Lender  (EDA  &  CDBG) 

Intermediary  Lender  Under  Farm  Home  Administration 

Economic  Development  District  Planning  Services 

Regional  Transportation  Planning  Organization 

Community  Housing  Development  Organization 

Private  Industry  Council 

Council  of  (Governments 

Associate  Office  for  the  U.S.  Department  of  Commerce 

To  provide  these  services  PAC  works  directly  with  the  following  Federal 
agencies: 

Small  Biasiness  Administration 

Department  of  Commerce 

Economic  Development  Administration 

Department  of  Housing  and  Urban  Development 
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Farm  Home  Administration 

Department  of  Health  and  Human  Services 

Department  of  Labor 

In  the  twenty-two  years  PAC  has  been  serving  our  area  some  of  the  most 
promising  programs  that  we  have  used  to  meet  the  needs  of  Small  Business  Concerns 
in  our  area  include  the  counseling  and  training  programs  offered  by  the  Small 
Business  Development  Center,  the  504  loan  program,  the  Revolving  Loan  Fund 
programs,  the  Micro  loan  program  and  the  Business  Incubators. 

For  the  first  round  of  funding  of  the  SBA  Micro  loan  fund  demonstration 
program,  PAC  was  the  only  Regional  planning  district  to  participate  in  the  program 
nationally.  The  intermediary  loan  we  received  from  SBA  was  for  $200,000.  We 
anticipated  loaning  out  the  funds  over  a  three  year  period.  The  first  loan  funded  was 
in  January  of  1993.  By  June  we  had  committed  to  loan  $175,000  of  our  fund.  Our 
loan  portfolio  is  secured  in  each  case  by  equipment  and  the  average  loan  is  $8,200. 
If  we  continue  the  current  pace  of  lending,  our  fund  will  be  fully  committed  by 
October  1993.   Approximately  2  years  ahead  of  schedule. 

Most  of  the  Micro  loans  have  been  to  young  businesses  needing  equipment  to 
help  foster  expansion.  Our  experience  has  shown  that  young  businesses,  a  year  to' 
three  years  old,  have  trouble  finding  credit  sources  even  for  small  capital  equipment 
needs.   This  program  has  filled  that  critical  need. 

As  an  example,  one  of  our  first  loans  was  to  a  tenant  of  our  Sandpoint 
Incubator.  In  this  incubator  we  have  a  complete  commercial  kitchen.  Our  borrower 
makes  Chocolate  Huckleberry  candies  in  the  kitchen.  After  a  year  of  operation  the 
borrower  wanted  to  expand  her  production  and  needed  a  special  confection  mixer  and 
cooling  equipment.  PAC  through  the  Micro  Loan  program  loaned  to  our  tenant 
$5,000  to  purchase  the  mixer  and  cooler.  With  the  increased  production  ability,  the 
borrower  was  able  to  secure  a  contract  with  Lighthouse  Foods  of  Idaho  to  provide  all 
their  distribution  outlets  with  Chocolate  Huckleberry  Candies.  The  business's  gross 
receipts  have  increased  by  over  800%  since  the  new  contract. 

Although  the  Micro  Loan  Program  is  still  in  the  demonstration  phase  there  are 
very  few  problems  with  the  program  and  its  execution  by  SBA.  From  a  practical 
point  of  view  we  view  the  requirement  to  repay  the  loan  the  only  problem.  It  is 
understandable  for  the  Government  to  maintain  the  capital  and  not  to  grant  these 
funds,  however  because  of  the  tremendous  need  it  would  be  valuable  to  communities 
to  allow  the  funds  to  remain  with  the  community  as  long  as  they  are  used  for  micro 
loans.  Perhaps  the  borrowing  agencies  could  make  interest  payments  on  the  fund  if 
they  chose  to  revolve  the  funds  on  a  continuous  basis. 

In  our  case,  another  highly  successful  venture  has  been  the  development  of  our 
two  business  Incubators.  The  facilities  coupled  vnth  the  Counseling  services  of  the 
Small  Business  Development  Center  have  helped  foster  the  establishment  and 
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development  of  16  new  manxifacturing  businesses  with  110  new  jobs  in  a  short  three 
year  period.  One  business,  Embroidered  Corporate  Image,  was  featvired  in  Forbes 
magazine,  Febniary  1993.  The  article  described  their  extraordinary  growth  through 
the  assistance  of  the  SBDC  staff  and  incubator  facility.  Today  this  Company  has  50 
employees,  is  housed  in  their  new  504  financed  14,000  sq.  ft.  building  and  continues 
to  use  the  many  services  of  PAC  to  promote  continued  growth. 

As  a  result  of  our  experience  in  counseling  many  small  businesses,  two 
problems  seem  to  face  the  majority  of  businesses.  One  is  the  lack  of  capital  or  capital 
reserves  or  credit  to  take  advantage  of  market  opportunities  and  the  other  is  the  fear 
and  confusion  over  government  requirements  in  the  operation  of  their  businesses. 

Most  Small  Business  owners  indicate  they  understand  the  good  intentions 
behind  health  care  reform,  the  Americans  with  Disabilities  Act,  environmental 
regulations,  minimum  wage  hikes  and  the  like.  Individually,  the  regulations  may  not 
seem  so  bad.  It's  the  cumulative  effect  on  new  requirements  piled  on  year  after  year 
that's  burying  them. 

Even  though  there  is  help  out  there  many  owners  simply  can't  afford  time 
away  from  the  store  to  get  it,  or  afford  the  cost  of  having  someone  else  do  it  for  them. 
The  result  is  fear  of  reprisal  and  loss  of  capital  and  income. 

The  business  counseling  services  have  helped  many  address  their  concerns 
regarding  government  regulations.  At  this  stage  the  program  is  severely  hampered 
by  the  limitations  of  resources  to  meet  the  demand  from  Small  Business  Concerns. 

The  promise  to  own  and  operate  your  own  business  is  an  important  part  of 
rural  life.  Most  people  in  small  business  know  the  basics  of  how  to  sell  or 
manufacture  their  products.  If  government  is  serious  about  helping  foster  the 
continued  operation  and  development  of  small  businesses  we  need  to  develop  a 
system  that  addresses  the  real  concerns  facing  small  businesses.  Rules  implemented 
on  Businesses  need  to  consider  the  effect  on  America's  Small  Businesses.  A  $50,000 
piece  of  equipment  required  to  bring  a  manufacturer  in  line  writh  clean  air  rules  is 
one  thing  to  a  Kaiser  Aluminum  Corporation,  but  quite  another  to  Unitec  Fiberglass 
and  their  three  employees. 

Our  area  is  fortunate  to  be  able  to  participate  in  the  micro  lending  program 
and  the  SBDC.  Both  these  programs  address  two  critical  problems  facing  small 
businesses.  As  limited  as  the  programs  are  they  operate  with  relative  efficiency  and 
limited  confining  rules  and  regulations. 

I  would  like  to  thank  you  for  the  opportunity  to  testify  on  the  behalf  of  small 
businesses  in  rural  areas.  If  you  have  any  questions,  I  would  be  happy  to  try  to 
answer  them. 
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The  Chairman.  Thank  you  very  much,  Mr.  Deffenbaugh. 
Mr.  Stone. 

STATEMENT  OF  TERENCE  STONE,  EXECUTIVE  DIRECTOR, 
REGION  NINE  DEVELOPMENT  COMMISSION,  MANKATO,  MN 

Mr.  Stone.  Thank  you,  Senator  Wellstone  and  Members  of  the 
Committee.  I  appreciate  the  opportunity  to  testify  before  you.  My 
name  is  Terence  Stone;  I  am  the  executive  director  of  the  Region 
Nine  Development  Commission  in  Mankato,  MN.  We  are  a  9- 
county  area  with  a  population  of  about  225,000.  Nine  counties,  72 
cities.  I  am  also  the  mayor  of  Madelia  which  is  a  community  of 
2237  in  about  the  middle  of  the  state,  right  down  on  the  south  end, 
so  that  gives  you  some  idea. 

We  are  a  very  agricultural  area.  Our  largest  city  has  a  popula- 
tion of  less  than  40,000.  Our  smallest  city  has  a  population  of  under 
100. 

I  have  been  with  the  Commission  for  20  years.  I  have  been  the 
director  of  the  Commission  for  17  years.  Twenty-two  years  ago,  our 
72  small  towns  and  cities  were  vibrant,  self-sufficient  agricultural 
trade  centers  with  schools,  doctors,  small  business,  and  retail  trade. 
Now,  during  the  tough  times  in  the  1980s  and  then  beyond  that,  we 
see  a  lot  of  businesses  closing,  farmers  going  out  of  business, 
schools  consolidating,  and  we  have  lost  a  lot  of  population  in  seven 
of  our  nine  counties.  So  it  has  been  a  time  of  great  challenge. 

Communities  and  counties  have  responded  to  the  challenge  with 
a  grassroots  effort  to  spur  economic  development.  We  can  talk  with 
great  pride  in  our  Region  Nine  area  about  our  network  of  economic 
development  programs  where  we  coordinate  city,  county.  State  and 
Federal  programs  to  give  assistance  to  the  small  businesses. 

There  are  several  Federal  programs  that  we  work  with.  Again, 
we  work  with  EDA,  we  work  with  Farmers  Home,  we  work  with 
some  of  the  state  programs.  Senator  Wellstone,  as  you  know,  we 
have  some  very  good  programs  at  the  state  level  in  Minnesota.  In 
any  of  this,  I  look  at  what  we  really  need  as  an  agency,  an  econom- 
ic development  agency,  are  the  tools.  I  think  that  is  where  all  of 
these  things  fit  in,  as  tools  that  we  can  use  in  our  toolbox  to  pro- 
vide help  to  small  communities  and  small  businesses.  But  I  am 
going  to  focus  on  SBA  because  that  is  what  we  are  talking  about 
here  today. 

At  the  Region  Nine  Development  Commission  we  have  economic 
development  specialists  who  assist  our  local  agencies,  banks,  and 
small  businesses.  We  have  made  extensive  use  of  the  7(a)  and  504 
programs  to  meet  the  financing  needs.  Often,  these  are  in  conjunc- 
tion with  some  of  the  other  programs  that  we  have  or  some  other 
programs  that  are  available.  It  is  putting  that  package  together  to 
make  things  happen  for  small  business. 

Since  we  began  our  economic  development  program  in  1984  we 
have  packaged  about  60  7(a)  loans  and  they  total  over  $13  million, 
creating  and  retaining  over  800  jobs  in  the  area. 

Our  corporation — I  am  chief  executive  officer  of  the  Region  Nine 
Development  Corporation.  We  have  a  portfolio  of  32  loans.  The 
SBA  portion  is  $4.7  million.  We  have  leveraged  about  $8.3  million 
in  private  financing  and  $2  million  in  equity.  That  has  had  a  great 
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impact  in  our  area.  It  has  helped  a  lot  in  keeping  businesses  in 
business  and  helping  some  other  businesses  get  started. 

An  example  of  a  small  manufacturer  in  a  city  of  800  people.  The 
manufacturer  was  becoming  increasingly  successful,  had  great 
sales  with  an  expanding  work  force.  The  manufacturer  needed  to 
construct  a  new  building  to  provide  enough  space  to  expand  pro- 
duction and  meet  sales  potential.  The  banker  was  interested  and 
felt  the  business  owner  would  be  a  good  credit  risk,  but  the  banker 
had  no  experience  in  analyzing  what  the  creditworthiness  of  that 
business  would  be.  Especially  one  that  was  experiencing  rapid 
growth.  He  was  very  concerned  about  the  collateral  value  of  the 
building  in  a  community  like  that.  I  will  also  give  you  the  example 
of  the  City  of  Madelia.  We  have  one  entrepreneur  who  owns  most 
of  the  north  side  of  Main  Street,  basically  because  nobody  else  is 
interested  in  buying.  And  that  is  what  happens  in  communities 
like  ours.  So  how  does  a  banker  put  a  value  on  that? 

The  bank  was  going  to  require  50  percent  equity  from  that 
person.  Well,  that  was  not  going  to  happen.  The  local  economic  de- 
velopment director  asked  us  for  assistance  and  we  worked  with  the 
manufacturer  and  the  bank  and  were  able  to  package  an  SBA  loan 
program  with  the  EDA  Revolving  Loan  Fund  to  make  the  expan- 
sion possible  and  create  some  new  jobs  in  that  community. 

The  loan  programs  directly  assist  private  lenders  in  dealing  with 
barriers  to  sound  rural  economic  development.  I  am  kind  of  sum- 
marizing; you  have  the  written  statement,  but  in  light  of  the  time  I 
am  capsulizing.  But  collateral  is  a  particular  problem  in  rural 
areas.  Primarily  agricultural  lenders,  small  town  banks,  under- 
stand collateralized  loans  much  better  than  repayment  through 
cash  flow.  Again,  fixed  assets  are  uncertain,  and  that  makes  it  very 
difficult  many  times. 

Our  experience  with  SBA  loan  programs  has  been  very  positive. 
The  programs  are  flexible,  they  are  suited  to  a  wide  variety  of  busi- 
nesses. Since  last  year  we  have  been  able  to  use  the  504  program, 
for  example,  in  two  agriculture  enterprises  that  we  would  not  have 
been  able  to  use  prior  to  that  time.  That  has  been  a  great  help  to 
us. 

Small  business  development  centers  that  are  run  through  SBA 
have  been  a  great  help  to  us  in  Minnesota  because  they  do  give 
business  management  and  marketing  assistance.  We  have  found 
the  Minnesota  SBA  staff  to  be  professional,  helpful  and  available. 

In  the  context  of  the  positive  experience,  I  would  like  to  suggest 
some  ways  to  make  SBA  programs  even  more  accessible  and  useful 
for  rural  economic  development. 

First  of  all,  it  would  be  very  helpful  if  we  could  develop  an  expe- 
dited loan  process  through  the  SBA  Certified  Development  Corpo- 
rations that  demonstrate  sufficient  loan  capacity.  SBA  has  a  certi- 
fied lender  program  for  banks  that  have  a  high  level  of  SBA  loan 
activity.  These  lenders  conduct  a  thorough  loan  review  and  can 
secure  SBA  approval  in  a  few  days.  Very  few  certified  lenders  exist 
in  rural  areas,  and  loans  through  the  regular  SBA  review  can  take 
several  weeks.  Many  rural  CDCs  have  high  SBA  volume  and  con- 
duct excellent  loan  reviews.  Utilizing  these  CDCs  as  a  type  of  certi- 
fied lender  would  greatly  enhance  the  reputation  and  utility  of  the 
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SBA  as  a  financing  tool  in  our  rural  areas.  This  is  one  we  feel  very 
strongly  about. 

Senator  Wellstone.  I  think  we  do,  too. 

Mr.  Stone.  Again,  one  of  the  problems  SBA  has  is  staffing,  and 
that  is  what  slows  things  up  sometimes.  It  is  not  a  matter  of  them 
delaying  an3d:hing;  it  is  a  matter  of  the  demand  being  so  high.  So 
we  could  certainly  use  sufficient  staff  to  process  the  loan  volume. 

We  could  also  have  help  in  aggressively  marketing  SBA  pro- 
grams to  the  rural  areas.  Actually,  I  think  an  organization  like 
ours  is  doing  a  better  job  of  marketing  SBA  than  SBA  does  them- 
selves. I  think  some  of  that  again  comes  back  to  resources  and  the 
capacity  to  get  to  the  local  media  and  that  kind  of  thing  to  market 
those  loans. 

The  other  thing  that  we  would  like  to  see — and  Aliceann  made 
reference  to  it — is  expanding  the  Microloan  program  and  taking  a 
strong  look  at  medium-sized  loans  because  we,  for  example,  have  a 
very  excellent  loan  review  process  to  assist  banks  in  understanding 
the  credit  needs  of  small  business.  If  we  could  use  that  to  do  some 
microloans  and  medium-sized  loans  it  would  be  very  helpful.  , 

In  summary,  the  SBA  programs  are  an  excellent  and  very  useful 
resource  for  rural  economic  development.  Stable  funding,  adequate 
staffing,  increased  reliance  on  CDCs,  and  expansion  of  the  Micro- 
loan  program  would  enhance  the  effectiveness  of  the  program.  We 
strongly  urge  that  any  rural  economic  development  strategy  in- 
clude the  Small  Business  Administration  and  its  national  network 
of  certified  development  corporations. 

Thanks  for  the  opportunity  to  appear  before  the  Subcommittee. 

[The  prepared  statement  of  Mr.  Stone  follows:] 
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TO  THE  SENATE  SMALL  BUSINESS  COMMITTEE'S  SUBCOMMITTEE  ON 
RURAL  ECONOMY  AND  FAMILY  FARMING 
SENATOR  PAUL  WELLSTONE,  CHAIRMAN 
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Senator  Wellstone,  and  members  of  the  Committee,  thank  you  for  this  opportunity  to  address 
this  Committee  on  the  role  of  federal  business  assistance  and  finance  programs. 

My  name  is  Terence  Stone,  and  I  am  the  Executive  Director  of  the  Region  Nine  Development 
Commission,  a  nine  county  planning  and  development  agency  serving  south  central 
Minnesota.  Region  Nine  operates  a  Small  Business  Administration  Certified  Development 
Corporiation,  is  the  Economic  Development  Administration  Planning  District,  and  operates  a 
five  county  EDA  Revolving  Loan  Fund.  I  also  serve  as  the  Mayor  of  Madelia,  population 
2,237,  and  I  am  Past  President  of  the  National  Association  of  Development  Organizations, 
representing  multi-county  regional  development  organizations  throughout  the  United  States. 

The  Region  Nine  Development  Commission  is  located  in  a  very  rural  and  agricultural  area.  Our 
largest  city  has  a  population  of  less  than  40,000  people,  our  smallest  less  than  100.  In  my 
twenty  years  with  the  Commission,  I  have  been  witness  to  profound  change  in  our  rural 
economy.  Twenty  years  ago,  our  seventy  two  small  towns  and  cities  were  vibrant,  self- 
sufficient  agricultural  trade  centers,  with  schools,  doctors,  small  businesses,  and  retail  trade. 
In  the  eighties,  we  saw  farms  disappear,  schools  consolidate,  and  businesses  close.  Our 
region  lost  population  in  seven  of  our  nine  counties.  This  has  been  a  time  of  great  challenge. 

Our  communities  and  counties  responded  to  this  challenge  with  a  grassroots  effort  to  spur 
economic  development.  In  1 993,  Region  Nine  can  speak  with  pride  of  a  network  of  economic 
development  programs  at  the  city,  county,  regional,  state,  and  federal  level.  Through 
innovative  linkages  and  assistance,  we  are  bringing  the  resources  of  the  federal  government 
to  both  large  and  small  communities  in  our  region. 

-  1  - 
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While  there  are  several  federal  programs  that  nave  aided  in  stabilizing  the  economy  of  Region 
Nine,  i  will  particularly  focus  on  the  programs  of  the  Small  Business  Administration.  We  have 
found  the  SBA  to  be  of  great  value  and  a  positive  force  for  rural  development. 

At  the  Region  Nine  Development  Commission,  we  have  economic  development  specialists 
who  assist  local  development  agencies,  banks,  and  small  businesses.  With  a  focus  on 
finance,  our  economic  developers  develop  finance  packages  for  small  business  start  up  and 
expansions.  We  have  made  extensive  use  of  the  SBA  7a  and  504  loan  programs  to  meet  the 
financing  needs  of  regional  businesses. 

Since  we  began  our  economic  development  program  in  1 984,  we  have  packaged  sixty  SBA 
7a  loan  guaranties.  These  loans  totaled  over  $13,000,000,  creating  and  retaining  over  800 
jobs.  The  Region  Nine  Development  Corporation,  our  SBA  Certified  Development  Corporation 
has  a  portfolio  of  32  loans.  The  SBA  portion  of  $4.7  million  leveraged  $8.3  million  in  private 
financing,  and  $2  million  in  equity.  Clearly,  the  Small  Business  Administration  Programs  have 
been  of  great  benefit  to  private  sector  business  development  in  our  area. 

We  believe  that  the  SBA  is  an  ideal  tool  for  economic  development  in  rural  areas.  Most  of  the 
banks  in  Region  Nine  are  in  small  towns.  They  make  agricultural  and  home  loans,  and  do  a 
good  job.  But  in  a  city  of  2,500  or  less,  these  banks  see  very  few  business  loans.  Not  only 
do  loan  officers  have  limited  day  to  day  experience  with  business  credit  analysis,  there  are 
special  problems  in  financing  small  business  in  rural  areas. 

Let  me  give  the  example  of  a  small  manufacturer,  in  a  city  of  800  people.  This  manufacturer 
was  becoming  increasingly  successful,  had  great  sales,  and  an  expanding  workforce.  He 
desperately  needed  to  construct  a  new  building  to  provide  enough  space  to  expand  production 
and  meet  his  sales  potential.  His  banker  was  very  interested,  and  felt  the  business  owner 
would  be  a  good  credit  risk.  Unfortunately,  the  banker  had  no  experience  in  analyzing  the 
creditworthiness  of  a  stable  business,  much  less  one  experiencing  rapid  growth.  Additionally, 
he  was  very  concerned  about  the  collateral  value  of  a  building  in  such  a  small  community. 
As  a  result,  the  bank  decided  to  require  an  equity  position  of  50%  to  provide  a  level  of 
comfort  for  the  bank.  The  manufacturer  couldn't  provide  that  much  equity,  arnJ  the  expansion 
effort  was  stalled. 

The  local  economic  development  director  asked  for  assistance.  Working  with  the 
manufacturer  and  the  bank,  we  were  able  to  package  SBA  loan  programs  with  an  Economic 
Development  Administration  revolving  loan  to  make  the  expansion  possible  and  create  new 
jobs. 

SBA  loan  programs  directly  assist  private  lenders  in  dealing  with  barriers  to  sound  rural 
economic  development.  Through  thorough  credit  analysis  by  the  Certified  Development 
Corporation  and  SBA  staff,  local  banks  receive  professional  assistance  in  understanding  the 
business  and  its  ability  to  handle  debt.  Through  loan  guarantees  and  a  second  position  of  504 
fixed  asset  financing,  the  SBA  allows  private  lenders  to  provide  financing  at  reasonable  terms 
and  interest. 
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Collateral  is  a  particular  problem  in  rural  areas.  Primarily  agricultural  lenders,  small  town  banks 
understand  collateralized  loans,  better  than  repayment  through  cash  flow.  The  collateral  value 
of  fixed  assets  in  a  small  town  is  uncertain,  as  the  resale  value  of  a  building  could  range  from 
nothing  to  100%.  SBA  assistance  is  often  the  key  factor  in  small  city  business  expansions. 

Our  experience  with  Small  Business  Administration  loan  programs  has  been  very  positive. 
SBA  programs  are  flexible,  suited  to  a  wide  variety  of  businesses,  and  well  received  by  local 
lenders  and  small  businesses.  The  Small  Business  Development  Centers  are  an  excellent 
source  of  business  management  and  marketing  assistance.  We  have  found  the  Minnesota 
SBA  staff  to  be  very  professional,  helpful,  and  available.  In  the  context  of  this  positive 
experience,  let  me  also  suggest  some  ways  to  make  SBA  programs  even  more  accessible  and 
useful  for  rural  economic  development. 

1)  Develop  an  expedited  loan  process  through  SBA  Certified  Development 
Corporations  that  demonstrate  sufficient  loan  activity.  SBA  has  a  certified  lender  program 
for  banks  that  have  a  high  level  of  SBA  loan  activity.  These  lenders  conduct  a  thorough  loan 
review,  and  can  secure  SBA  approval  in  a  few  days.  Very  few  certified  lenders  exist  in  rural 
areas,  and  loans  through  the  regular  SBA  loan  review  can  take  several  weeks.  Many  rural 
CDC's  have  high  SBA  volumes,  and  conduct  excellent  loan  reviews.  Utilizing  these  CDC's  as 
a  type  of  certified  lender  would  greatly  enhance  the  reputation  and  utility  of  SBA  as  a  finance 
tool  in  rural  areas. 

2)  Provide  sufficient  staff  to  process  loan  volumes.  SBA  state  staff  is  frequently 
overwhelmed  with  loan  applications,  and  turnaround  time  expands  to  the  point  where  projects 
cannot  be  completed  in  the  construction  season,  or  other  finance  falls  apart. 

3)  Aggressively  market  SBA  programs  to  rural  areas.  The  Region  Nine  Development 
Commission  markets  SBA  programs  through  a  variety  of  means,  including  visits  to  all  lenders, 
an  annual  golf  outing,  and  seminars  on  business  finance  programs.  SBA  itself  lacks  the 
resources  to  market  programs  extensively;  as  a  result  many  lenders  are  very  unfamiliar  with 
the  SBA. 

4)  Expand  the  Micro-loan  program  and  take  a  strong  look  at  medium  sized  loans. 
Region  Nine  developed  a  loan  review  process  to  assist  banks  in  understandhfig  credit  needs 
of  very  small  businesses.  At  this  time,  the  limited  Micro-loan  program  is  dhe. of  the  few 
available  resources  to  assist  small  start  up  businesses,  due  to  the  complexrty  and  fee 
requirements  of  traditional  loan  programs. 

In  summary,  the  Small  Business  Adminisfation  programs  are  an  excellent  and  very  useful 
resource  for  rural  economic  development.  Stable  funding,  adequate  staffing,  increased 
reliance  on  Certified  Development  Corporations,  and  expansion  of  the  Micro-loan  program 
would  enhance  the  effectiveness  of  these  program.  We  would  strongly  urge  that  any  rural 
economic  development  strategy  include  the  Small  Business  Administration  and  its  national 
network  of  Certified  Development  Corporations. 

Thank  you  for  this  opportunity  to  appear  before  the  Committee. 

-3- 
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Senator  Wellstone.  Thank  you,  Mr.  Stone. 

I  have  a  small  apology.  I  am  supposed  to  get  down  to  the  floor  in 
about  10  minutes,  and  I  actually  have  a  number  of  questions  to 
ask.  I  wonder,  first  of  all,  whether  I  could  submit  some  questions  to 
you  in  writing.  There  are  a  number  of  suggestions  that  I  think  we 
can  follow — it  does  not  even  have  to  be  that  formal — on  the  phone, 
because  there  are  a  number  of  suggestions  that  you  all  have  made 
that  I  would  like  to  draw  from  by  telephone  conversation.  Because 
I  really  want  this  to  be  an  active  Subcommittee.  Chairman  Bump- 
ers has  been  very  clear  in  giving  me  a  lot  of  support  and  I  think  he 
wants  us  to  push  this  forward. 

So  I  would  not  want  you  to  think  the  fact  that  I  have  to  be  there 
is  any  indication  of  lack  of  interest.  Brian  Ahlberg,  who  works  with 
me,  wants  to  stay  and  talk  some,  and  there  are  some  other  very 
able  staff  here.  I  wonder  whether  you  all  could  stay  a  little  bit 
longer  so  that  there  could  be  more  follow-up,  and  then  I  also  can  be 
back  in  touch  with  you.  I  may  have  a  few  questions  in  writing  to 
submit  to  you  as  well  if  that  is  all  right.  If  I  get  started  on  the 
questions  we  will  go  another  hour  and  then  I  will  be  even  later. 

I  would  like  to  thank  each  of  you  for  your  testimony,  and  we  will 
do  the  follow-up.  We  will  try  and  translate  as  much  as  we  can.  And 
some  of  the  changes  we  will  be  able  to  make  may  be,  within  some 
of  the  budget  constraints,  micro  at  the  beginning,  but  I  think  some 
of  what  you  all  have  talked  about  is  doable  right  now.  Then  there 
is  the  future,  when  I  think  we'll  have  a  bigger  agenda,  more  of  a 
commitment. 

But  thank  you  very  much.  I  really  appreciate  your  being  here. 
And  my  apologies  for  having  to  leave. 

[Whereupon,  at  11:12  a.m.,  the  hearing  was  adjourned.] 
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ADDITIONAL  MATERIAL  SUBMITTED  FOR  THE  RECORD 

U.S.  Small  Business  Administration, 

Washington,  DC  20416, 

August  18,  1993. 

Senator  Paul  D.  Wellstone, 
United  States  Senate, 
Washington,  DC  20510-2303. 

Dear  Senator  Wellstone.  Thank  you  for  your  very  kind  letter  July  27  regarding 
some  questions  you  and  Senator  Pressler  have  as  follow-up  to  the  July  21  hearing 
on  the  SBA's  role  in  rural  economic  development.  We  are  pleased  that  you  found 
our  testimony  to  be  informative  and  helpful  as  the  Subcommittee  on  Rural  Econo- 
my and  Family  Farming  considers  future  federal  roles  in  rural  economic  develop- 
ment. 

Enclosed  are  our  answers  to  the  above-referenced  questions.  We  hope  that  you 
find  them  to  be  responsive  and  beneficial.  If  you  need  clarification  on  any  of  these, 
please  feel  free  to  call.  My  number  is  205-6490,  and  both  Allan  Mandel  and  Dan 
Gibb  are  on  205-6485.  For  Senator  Pressler's  information,  the  Agency's  Office  of  Ad- 
vocacy is  hemdling  telecommunication  technology  issues,  and  the  contact  is  Barry 
Pineles,  at  205-6532. 

If  it  is  possible,  we  would  like  to  get  150  copies  of  the  final  record  of  the  hearing. 
To  better  ensure  consistent  communication  among  all  of  our  field  offices  of  our  com- 
mitment to  rural  economic  development,  we  would  like  to  distribute  the  hearing 
record  to  all  of  them  and  to  other  interested  parties,  including  the  Monday  Manage- 
ment Group  of  the  National  Initiative  on  Rural  America.  Dan  Gibb  could  coordinate 
this  matter  with  Brian  Ahlberg.  Your  consideration  of  this  request  will  be  much  ap- 
preciated. 

Again,  we  welcome  the  opportunity  to  work  with  you  and  other  Members  of  the 
Subcommittee  on  rural  economic  development  matters,  and  we  appreciate  the  way 
the  July  21  hearing  was  prepared  for,  conducted  and  followed-through  upon.  If  we 
can  be  of  further  assistance,  please  do  not  hesitate  to  contact  us. 

Sincerely, 

Charles  R.  Hertzberg, 
Assistant  Administrator  for  Financial  Assistance. 

Enclosure 


Response  to  Question  from  Senator  Pressler 

Question  4.  This  question  is  for  both  Mr.  Hertzberg  and  Mr.  Nash.  New  genera- 
tions of  telecommunications  technologies  can  expand  opportunities  for  small  busi- 
nessies — especially  in  more  isolated  areas  of  rural  America.  I  know  the  Administra- 
tion considers  development  of  these  technologies  and  the  resulting  so-called  inforrna- 
tion  "super  highway"  one  of  its  significant  priorities.  Indeed,  I  worked  closely  with 
Vice  President  Gore  on  these  issues  when  he  and  I  served  on  the  Commerce  Com- 
mittee together. 

I  would  ask  each  of  you  to  describe  what  role  your  agencies  are  playing  or  plan- 
ning to  play  in  making  new  telecommunications  technologies  available  to  rural 
America. 

Response.  Beyond  the  SBA's  usage  of  such  technologies  for  our  own  information 
dissemination  purposes,  as  described  earlier  on  page  3,  our  Office  of  Advocacy  has 
been  significantly  involved  in  the  debate  over  telecommunications  infrastructure.  In 
response  to  a  1990  National  Telecommunication  and  Information  Administration 
notice  of  inquiry  on  telecommunications  infrastructure,  the  Office  of  Advocacy 
stated: 

"Without  an  adequate  telecommunications  infrastructure,  rural  areas  will 
stand  little  chance  of  attracting  high  technology  and  service  businesses  that 
demand  access  to  voice,  video,  and  data  communications.  The  development  of  a 
telecommunications  infreistructure  will  provide  these  communities  with  the  op- 
portunity to  diversify  their  economy  and  reduce  their  reliance  on  cyclic  extrac- 
tive industries." 

The  Office  of  Advocacy,  as  this  excerpt  demonstrates,  well  understands  the  impor- 
tance of  an  adequate  telecommunications  infrastructure  for  rural  America. 
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To  ensure  that  rural  America  is  not  bji)assed  in  the  development  of  this  infra- 
structure, the  Office  of  Advocacy  has  commented  on  numerous  occasions  to  the  Fed- 
eral Communications  Commission  about  the  need  to  ensure  universal  access  to  wire- 
line telecommunication  services.  The  Office  of  Advocacy  also  works  closely  with  the 
Federal  Communications  Commission's  Small  Business  Office  to  develop  innovative 
policies  ensuring  that  small  businesses  can  participate  £uid  have  access  to  the  tele- 
communications revolution. 

One  particular  aspect  of  that  telecommunications  infrastructure  is  a  new  service 
called  personal  communications  services.  Such  networks  will  provide  an  entire  new 
realm  of  telecommunications  services  to  urban  and  rural  areas.  The  Emerging  Tele- 
communications Technology  Act  of  1993,  which  authorizes  the  transfer  (through 
auctions)  of  spectrum  from  federal  use  to  commercial  use,  mandates  that  the  Feder- 
al Communications  Commission  adopt  procedures  for  conducting  the  auctions  which 
encourage  the  maximum  participation  by  small  businesses.  The  Act  also  mandates 
that  any  procedures  maximize  the  availability  of  these  new  services  to  rural  areas. 

The  Office  of  Advocacy  will  take  an  active  role  in  seeing  that  the  commission  car- 
ries out  its  statutory  responsibilities  in  this  regard.  Such  actions  may  also  involve 
coordination  with  other  programs  within  the  Small  Business  Administration,  such 
as  those  that  provide  financial  or  investment  assistance  or  bidding  preferences. 
Small  firms  interested/ involved  in  this  type  of  telecommunication  technology  might 
find  our  programs  of  benefit,  and  our  field  offices  will  be  happy  to  hear  from  them. 


Responses  to  Questions  from  Senator  Wellstone  for  Charles  Hertzberg  < 

Question  1.  Can  you  give  a  rundown  of  specific  credit  or  technical  assistance  pro- 
grams that  are  targeted  to  rural  economic  development  within  SBA? 

Other  than  the  gross  figures  contained  in  your  statement  concerning  the  portion 
of  total  SBA  loans  and  the  Eiggregate  dollar  amount  of  those  loans  to  "rural"  areas, 
has  the  office  collected  or  made  available  other  statistical  data  that  would  help 
either  policy-makers  or  businesspeople  devise  promising  strategies  for  rural  econom- 
ic development? 

Response.  We  have  made  certain  that  the  SBA  Certified  Development  Companies 
understand  that  Rural  Development  is  a  statutorily-mandated  public  policy  gosd  for 
the  504  Program.  Our  debenture  guaranty  maximum  is  $1  million  on  a  rural 
project,  as  opposed  to  being  capped  at  only  $750,000  on  a  non-rural  project.  The  job 
creation  requirement  (of  at  least  one  job  for  every  $35,000  in  loan  guaranty  dollars) 
is  waived  for  projects  located  in  rural  areas.  Additionally,  priority  was  given  to 
CDCs  serving  rural  areas  in  the  selection  of  Accredited  Lender  Program  CDCs.  We 
are  encouraging  more  CDCs  to  increase  their  activities  as  Rural  Economic  Develop)- 
ment  Resource  Centers. 

The  502  Program  continues  to  be  focused  on  rural  projects.  For  rural  areas,  85  to 
90  percent  of  the  loan  may  be  guaranteed  by  SBA,  while  in  non-rural  areas,  40  per- 
cent may  be  guaranteed  by  SBA.  Our  new  Associate  Development  Company  and 
probationary  CDC  programs  will  lead  to  more  CDC/ 504  coverage  in  rural  areas. 

Participating  lenders  have  been  made  aware  of  the  fee-sharing  incentive  for  them 
to  make  7(a)  guaranty  loans  in  rural  areas,  i.e.,  we  allow  the  lender  a  guaranty  fee 
reduction  of  up  to  $750  for  such  a  loan.  Where  SBA's  share  of  the  loan  is  $75,000  or 
less,  the  lender  is  charged  a  reduced  guaranty  fee  of  1.0  percent  of  the  guaranteed 
portion.  On  loans  where  the  SBA's  share  exceeds  $75,000,  the  lender  is  charged  a 
guaranty  fee  that  is  $750  less  than  the  standard  2  percent. 

SBA's  Microloan  Program  is  a  relatively  new  and  innovative  initiative  that  was 
developed  for  situations  where  a  small  loan  can  make  a  difference.  Loans  range 
from  less  than  $100  to  a  maximum  of  $25,000,  averaging  about  $10,000.  SBA  has 
made  funds  available  to  non-profit  organizations  for  the  purposes  of  lending  to  these 
smallest  of  the  small  businesses.  These  organizations  also  provide  management  and 
technical  assistance.  This  is  very  intensive  hands-on  assistance.  Over  60  percent  (57) 
of  the  first  94  intermediaries  selected  to  deliver  our  new  Microloan  Program  are 
serving  at  least  some  rural  areas. 

The  SBA  is  proposing  a  comprehensive  revision  of  the  regulations  for  the  Small 
Business  Investment  Company  and  the  Specialized  Small  Business  Investment  Com- 
pany programs.  The  higher  capitalization  requirements  being  proposed  for  SBICs/ 
SSBICs  are  more  stringent  for  the  urban-serving  investment  companies  than  they 
are  for  those  serving  rural  areas.  In  short,  the  rural-serving  investment  companies 
will  need  to  come  up  with  less  additioned  capital  than  will  the  urban-serving  ones. 

The  Surety  Bond  Guarantee  Program  also  emphasizes  the  Agency's  commitment 
to  better  ensuring  equitable  availability  of  our  assistance  to  rural-located  small  busi- 
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nesses.  The  result  is  that  rural  contractors  are  about  as  population-proportionately 
represented  in  the  SBG  Program's  portfolio  as  rural  small  businesses  are  in  the 
other  financial  programs  of  the  SBA. 

Many  of  our  Business  Development  activities  are  targeted  to  rural  areas  at  the 
initiative  of  our  District  offices.  In  Tennessee,  for  example,  our  Nashville  District 
Office  (in  conjunction  with  the  Tennessee  Valley  Authority)  has  pioneered  an  inno- 
vative, traveling  technical  assistance  program  that  visits  many  small  towns  in  the 
State.  The  SBA  and  local  community  leaders  work  together  to  plan  an  intensive 
week  of  workshops  and  other  forms  of  small  business  training.  A  large  tractor  trail- 
er that  is  a  self-contained  teaching  center  containing  computers,  books,  and  other 
teaching  aids  is  driven  to  the  community  as  part  of  the  event.  This  program  has 
been  widely  praised.  In  fact,  the  SBA  utilizes  a  second  Mobile  Small  Business  Assist- 
ance Center  in  those  Southeastern  States  which  are  not  part  of  the  TVA's  operating 
territory.  Over  the  past  several  years,  we  have  cosponsored  approximately  100  of 
these  Business  Development  Weeks,  with  an  estimated  participation  of  more  than 
20,000. 

Many  of  our  district  directors  are  actively  participating  on  State  Rural  DevelopH 
ment  Councils  as  part  of  the  National  Initiative  on  Rural  America.  While  this  is  not 
a  specific  credit  or  technical  assistance  program,  this  participation  is  directly  en- 
hancing the  delivery  of  SBA  services  to  rural  communities.  This  activity  both  in- 
creases our  district  directors'  awareness  of  rural  needs  and  improves  rural  commu- 
nities' awareness  of  our  services.  For  instance,  our  New  Mexico  District  director  re- 
ports that  his  networking  through  the  Council  has  resulted  in  some  additional  rural 
lenders  now  participating  with  the  SBA. 

In  Oregon,  our  district  office  is  working  with  the  Rural  Development  Council  to 
assist  timber-dependent  communities  with  their  economic  adjustment/diversifica- 
tion efforts,  by  helping  steer  more  Federal  procurement  opportunities  to  rural  small 
businesses. 

Overall,  our  field  offices  are  active  participants  on  the  State  Rural  Developnient 
Councils,  and  they  are  supportive  of  the  Councils'  priorities,  strategies  and  initia- 
tives as  much  as  possible. 

Our  Office  of  Business  Development  helps  support  an  extensive  network  of  exter- 
nal resources,  including  more  than  700  Small  Business  Development  Centers/Satel- 
lites, over  500  Small  Business  Institutes,  and  more  than  700  Chapters  of  the  Service 
Corps  of  Retired  Executives  (with  over  13,000  volunteers).  These  resources  have  com- 
mitted to  helping  promote  community  and  small  business  development  in  their 
rural  areas.  This  assistance  is  quite  varied,  ranging  from  helping  communities  in- 
ventory their  development  strengths  and  weaknesses,  to  helping  them  develop  their 
strategy  plans,  to  assisting  individual  small  businesses  with  preparing  their  business 
plan  and  marketing  assessments,  and  helping  them  access  information  and  capital, 
etc. 

In  response  to  Senator  Pressler's  question,  regarding  the  making  of  new  telecom- 
munications technologies  available  to  rural  areas,  the  SBA  complements  the  above- 
referenced  resources  by  developing  and  disseminating  a  wide  variety  of  business  as- 
sistance information,  via  publications  and  telecommunication/computer  technol- 
ogies. The  SBA  "Answer  Desk"  (1-800-827-5722)  remains  much  in  demand.  In  Octo- 
ber 1992,  we  began  our  Electronic  Bulletin  Board  ("SBA  On-Line"),  and  it  already 
has  had  over  200,000  customers.  We  are  in  the  process  of  opening  "Business  Infor- 
mation Centers"  in  some  major  cities,  starting  with  Seattle,  Los  Angeles,  Houston, 
St.  Louis  and  Atlanta.  As  resources  become  available,  more  of  these  will  be  opened. 

In  view  of  the  above,  our  Office  of  Advocacy  decided  to  refine  and  expand  its  data 
bases  for  identifying  economic  indicators,  activities,  trends  and  sectors  by  geograph- 
ic locations,  i.e.,  urban/central  city,  suburban/exurban,  and  nonmetropolitan/rural. 
Advocacy  is  in  the  process  of  transitioning  its  data  collection  activities  from  Dun  & 
Bradstreet  files  to  using  Bureau  of  the  Census  data.  Thus,  at  present,  the  Office  of 
Advocacy  is  not  tabulating  any  data  that  are  rural-specific.  However,  they  are  posi- 
tioning themselves  to  have  the  capability  to  tabulate  data  that  will  track  job  cre- 
ation by  firm  size  in  rural  areas.  They  anticipate  having  this  ability  within  the  next 
year. 

Question  2.  How  would  we  measure  success  in  rural  economic  development?  Jobs? 
Kinds  of  jobs?  Economic  growth? 

Response.  Success  can  be  measured  in  many  ways.  Job  creation  is  one.  SBA  does 
evaluate  its  programs  by  these  standards. 

SBA  loans  appear  to  be  quite  successful  in  financing  the  growth  of  rural  business- 
es, according  to  data  from  a  comprehensive  study  by  Price  Waterhouse.  Median  em- 
ployment growth  in  rural  businesses  that  received  SBA  7(a)  guaranteed  loans  in 
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1985  was  232  percent  over  the  next  4  years.  Sales  grew  by  343  percent,  taxes  by  197 
percent,  and  profits  by  172  percent. 

While  businesses  located  in  urban  and  suburban  areas  also  showed  tremendous 
growth,  the  expansion  of  rural  businesses  was  highest  in  three  categories — jobs, 
sales  and  taxes — and  was  second  in  growth  of  profits.  [Please  see  table.] 

GROWTH  OF  MEDIAN  VALUES  OF  SBA  LOAN  RECIPIENTS 
By  Urban,  Suburban  and  Rural  Location 


Urban 

Suburban 

Rural 

Item 

1984 

1989 

Growth 
per- 
cent 

1984 

1989 

Growth 
per- 
cent 

1984 

1989 

Growth 
per- 
cent 

Sales  revenue 

180 
4.1 
24 
36 

650 

10.1 

43 

77 

262 

150 

79 

115 

140 
4.1 
16 
27 

538 

10.1 

38 

95 

284 
149 
138 
251 

130 
3.0 
11 
25 

576 

10.1 

31 

68 

343 

Total  employment 

232 

Total  taxes 

197 

Profit 

172 

Dollars  of  sales  revenue,  total  taxes,  and  profit  are  in  thousands. 


SUCCESS  STORIES 

Other  research  has  turned  up  additional  evidence  of  the  success  of  SBA  programs 
in  rural  areas.  Two  researchers  from  Cornell  University,  in  a  survey  of  123  manu- 
facturing firms  in  a  rural  10  county  region  of  central  New  York  State,  revealed  a 
fascinating  snapshot  of  what  it  takes  to  start  a  new  firm,  as  well  eis  the  interesting 
observation  that  one-quarter  of  them  received  some  type  of  SBA  assistance  when 
starting  out.  Among  the  findings: 

•  Over  half  of  the  founders  said  they  got  some  help  from  a  Federal,  State,  or 
local  government  agency.  The  agencies  named  most  often  were  a  local  develop- 
ment agency  and  the  Small  Business  Administration — each  was  named  by  a 
quarter  of  the  firms.  The  kind  of  outside  help  most  often  mentioned  W£is  financ- 
ing. 

•  Other  agencies  mentioned  most  often  as  being  helpful  included  Small  Busi- 
ness Development  Centers  and  the  Small  Business  Innovation  Research  pro- 
gram. 

A  survey  of  capital  availability  in  urban  and  rural  Idaho  was  carried  out  at  Boise 
State  University  and  revealed  some  interesting  differences  between  the  two  types  of 
areas. 

•  More  rural  lenders  than  urban  lenders  indicated  they  were  unfamiliar  with 
government  financing  programs,  except  for  the  SBA  7(a)  program,  where  50  per- 
cent of  urban  and  60  percent  of  rural  lenders  had  a  familiarity. 

•  The  most  commonly  recognized  and  the  most  commonly  used  public  financ- 
ing program  among  small  businesses  in  Idaho  was  the  SBA  7(a)  program,  which 
had  been  used  by  9  percent  of  urban  and  17  percent  of  rural  businesses  in  the 
State. 

Question  3.  The  line  between  a  farm-production  operation  and  a  small  business  is 
beginning  to  become  blurred  in  many  cases,  particularly  in  the  livestock  sector. 
Some  Farm  Credit  System  banks  have  expressed  a  desire  to  make  loans  to  farm  en- 
terprises and  have  them  guaranteed  through  the  7(a)  program.  I  know  you've  looked 
at  this  question. 

Have  you  come  to  any  conclusion  about  SBA  guaranteering  Farm  Credit  System 
bank  loans?  If  SBA  can't,  or  won't,  do  it,  is  the  reason  statutory,  regulatory,  or 
policy? 

Response.  SBA  has  looked  into  the  situation.  With  members  of  your  staff,  we  have 
met  with  Farm  Credit  Administration  officials  to  get  a  clearer  picture  of  their  struc- 
ture, funding,  and  commercial  credit  experience.  The  answers  to  our  questions  lead 
to  a  conclusion  that  these  Farm  Credit  System  banks  do  not  meet  a  long-standing 
requirement  of  SBA.  That  is  that  the  lender  must  hold  itself  out  to  the  public  as  a 
commercial  lender. 
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This  has  two  aspects.  The  first  deals  with  the  "public".  Since  the  Farm  Credit 
System  banks  restrict  their  assistance  to  borrowers  who  do  business  with  farmers  or 
ranchers,  this  is  not  the  broad,  general  public. 

The  second  aspect  is  that  of  commercial  credit  experience.  We  have  not  seen  com- 
pelling evidence  of  experience  in  commercial  credit,  and  from  our  limited  involve- 
ment in  the  farm  lending  field,  we  know  that  there  is  a  considerable  difference  be- 
tween the  criteria  for  farm  loans  and  those  for  commercial  loans. 

Our  Office  of  General  Counsel  is  looking  into  the  factors  affecting  this  question. 
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